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ADDRESS  BY  FRED  H.  STRONG ,  DEPUTY  ADMINISTRATOR 


I  am  very  happy  to  be  here  with  you  todays  Mr#  Callaway  sent  down  with  me 
a  list  of  items  suggested  for  discussion* 

First  is  "emphasis  cn  the  loan  security  problems  in  the  coming  year."  This 
ties  in  with  the  power  use  program  and  the  Chicago  conference c  To  summarize 
the  loan  security  situation ,  while  delinquency  is  extremely  light  (as  of 
December  31,  1953,  delinquency  was  12/100  of  1%;  very  few  banks  can  come  up 

with  that  record)  -  this  is  on  a  cash  basis 0  On  an  accrual  basis,  about 

one-fourth  of  the  electric  borrowers  are  heading  for  trouble,  and  the  time 
is  not  too  far  away.  The  five  year  grace  period  on  debt  payment  is  just 
about  up  for  a  lot  of  them.  They  will  hit  their  repayment  peak  in  the  next 
few  years. 

At  the  last  check,  approximately  25>0  borrowers  are  prospectively  in  diffi¬ 
culties,  In  some  cases  it  is  a  management  problem;  in  other  cases,  it  is 
a  rate  problem.  In  many  cases,  really  the  majority,  it  is  the  need  to  get 
out  and  build  load.  In  that  connection,  when  we  talk  about  power  use,  we 
are  talking  about  building  load.  Cooperatives  are  in  the  business  of  sell¬ 
ing  electricity  .  The  more  they  sell,  the  better  financial  shape  they  will 
be  in.  Equipment,  appliances,  lights,  etc,,  all  are  necessary  to  boost  the 
consumption  of  rural  power,  he  are  not  deeply  worried  about  the  eventual 
outcome,  be  think  there  are  very  few  cases  which  make  up  the  major  loan 
security  headaches  that  can’t  be  relieved  by  work  on  the  part  of  REA,  the 
borrowers,  and  all  those  in  industry  who  have  an  interest  in  the  situation. 

The  Chicago  power  use  conference,  we  believe,  was  a  step  in  the  right  direc¬ 
tion,  '  There  were  about  60  representatives  of  the  statewides1  cooperative 
organizations  and  individual  cooperatives,  about  70  representatives  of  lead¬ 
ing  manufacturers  of  appliances  and  electrical  equipment,  and  about  20 
representatives  of  utility  companies* 

fie  sat  around  in  perfect  harmony  and  discussed  the  one  problem,  of  common 
interest-  — -  load  building. 

Our  reason  and  interest  for  setting  up  the  conference  was  that  the  federal 
government  has  an  interest  in  load  building 0  It  is  to  the  interest  of  REA 
that  we  do. not  have  security  problems 8  It  is  to  the  interest  of  the  coopera¬ 
tives  to  have  the  confidence  that  they  can  pay  back  the  money  they  borrow. 

It  is  to  the  interest  of  the  utility  companies  to  build  load  and  sell  more 
electricity  to  the  cooperatives  because  these  cooperatives  are  getting  to 
be  among  the  big  users  of  wholesale  electricity.  It  is  certainly  of  interest 
to  the  manufacturers  to  help  build  load:  they  are  looking  for  a  market.  Our 
surveys  made  in  cooperation  with  industry  and  reliable  survey  agencies  reveal 
that  the  rural  market  is  the  biggest  untapped  market  these  manufacturers 
have.  Everyone  at  the  conference  admitted  to  the  self  interest  involved. 

At  the  Chicago  conference  several  committees  were  appointed.  These  com¬ 
mittees,  in  turn,  named  two  delegates  each  to  a  central  steering  committee, 
with  REA  providing  the  chairman,  be  will  meet  in  May ,  bringing  together 


the  ideas -each  group  has  come *•  up  with  during  the  meantime  to  set  up  the  most 
extensive  load  building’  program-  in  history  c  ’ We  hope  to  take  advantage. ,  of 
the  trained' sales  efforts  that  can  be  found  at  the  top  level  in  the.  manu¬ 
facturing  field  and  in  the  utilities.  We  believe  we  can  build  load;  and  as  -.  .. 
it  is  put  out  on  the  lines  —  Whether  they  are  cooperative  lines  or  private 
utility  lines  —  we  all  will  be  better,  off.  The  more  we  can  do  to  enable 
both  cooperatives  and  utilities  to  provide  that  service  on  a  better  basis 
than  now  provided,  regardless-  of  ho%7  good  it  now  may  .be,  the  better  we  see 
to  it  that  rural  America  is  adequately  served  with  electricity.  Also,  at 
the  same  time,  we  relieve  our  headaches  on  loan  security., 

•  1  %  .  .  '  . 

The  next  item  on  Bill  Callaway's  list  is  ’Hvhat  is  REa's  policy  on  reimburse¬ 
ment  of  general,  funds, H  Down  through  the  years,  work  order  construction  has 
been  reimbursed,.  However,  REA  never  set  up  any  accurate  record  in  the  past 
for  knowing  in  total  how  much  has  to  be  reimbursed *  There  is  no  quick  way 
now  of  determining  accurately  what  that  total  amount  is.  Re  do  not  want  to 
encourage  borrowers  to  remain  dependent  on  REA  for  the  rest  of  their  economic 
lives.  It  is  much  better  for  them  to  attain  financial  independence  so  that 
eventually  they- will  be  independent  corporate  units  in  the  American  enter¬ 
prise  system.  It  should  be  our  aim  to  speed  them  on  the  road  to  that  inde¬ 
pendence,  R It  is  ^regrettable  that  in  the  past  there  seems  to  have  been  an 
effort  to  keep  them  dependent  on  REA  for  money  which  often  they  did  not  need. 
We  are  in  the  position  of  ^reimbursing  cooperatives  for  work  order  construc¬ 
tion  when  ^ri- some  cases  those  cooperatives  have  funds  in  excess  of  their 
actual  need  —  in  some  cases  in  excess  of  a  half  million  dollars.  They 
could  remain  permanently  in  debt  in  that  fashion,  permanently  under  the  regu¬ 
lation  of  REA *  This  is  not  good,  and  it  is  not  pointing  in  the  direction 
that  we  say  and  they  say  they  are  going e  They  should  be  in  such  financial 
shape  that  they  can  in  fact  stand  on  their  own  feet  and  guide  their  own 
affairs,  ’  I  believe  they  have  the  ability,  and  anything  we  can  do  to  help 
accomplish  this  is  to  the  good,  .  .  .. 

For  the  current  fiscal  year,  the  long-planned  loan  program  was  $125,000,000, , 
After  an  early  check,  it  was  boosted  to  $135*000,000,.  Present  indications 
are  that  the  loans  to  be  made  this  fiscal  year  will  total  somewhere  between 
vl50,000,000  and  ^165,000,000.  This  will  tap  the  contingency  fund,  possibly 
to  the  limit,-  Most  loans  are  for  the  heavying-up  of  lines,  and  for  member 
extensions.  Because  it  now  appears  we  will  be  lending  substantially  more 
than  the  long  term  program  originally  called  for,  we  must  not  be  too  generous 
where  the  cooperative  is  not  in  actual  need: of  the  money.  There,  let’s  pro¬ 
ceed  6lowlyi-  Where  it  really  does  need  the  money,  let’s  expedite  it.  Let's 
use  judgment  in  handling  this  so  that  we  don't  deprive  a  borrower  of  money 
it  actually  needs.  If  they  have  a  lot  of  cash  money  in  the  bank,  let's  not 
expedite  the  loan  where  general  funds  are  adequate  to  carry  through  to  the 
next  fiscal  year,  ( 

The  next  item  is  "REA's  policy  and  the  factors  to  be  considered  in  connection 
with  generation  and  transmission  applications,"  -  There  never  have  been  any 
guide  lines  written  for  G  and  T  loans  of  a  supplemental  nature;  .only  for  the 
first  loans*:  The  guide  lines  that  would  cover  this  can  be  and  should  be 
identical  to  those  that  govern  the  first  loan0 


Y.hat  are  these  guide  lines?  Start  with  the  lav;  itself,  The.  law  says  REA 
has  the  right  and  duty  to  make . loans ' to  get  central  station  electric  service 
into  unserved  rural  areas*  An  area  which  may  have  central  station  electric 
service  but  not  enough  to  meet  its  need,  would,  fall  into  the  same  category. 

It  should  include  areas  that  have  inadequate. electric  service  as  much  as  those 
that  have  none*  Another  element  is  the  question  of  rates,, .  REA  has  construed 
this  to  mean  that  vie  will  make  loans  where  the  making  of  loans  for  either 
distribution  or  generation  will  serve  to  reduce  the  cost  of  power  to  the 
rural  user*-  This  is  a  very  sound  and  safe  determinationo  were  it  not  for 
that,  we  would  be  on  safe  ground  in  .assuming  that  the  electrification  of,  the 
rural  areas  would  not  have  proceeded  as  rapidly  as  it  has0  It  is  the  element 
of  competition  that  has  brought  about  the  almost  complete  electrification  of 
rural  areas >  90-8/a  of  all  farms  were  •  electrified  as  :of  last  June  30*  Y.e 

estimate  that  between  9h%  and  95/®  will  be.  electrified  by  this.  June  30. 

The  things  we  have  to  consider  are  theses  kill  the  loan  provide  needed  elec¬ 
tricity?  kill  it  provide  electricity  at  a  lower  rate?  Can  the  loan  be  made 
on  a  basis  of  feasibility?  Will  the  loan  money-,  in  the  judgment  of  the  Admin¬ 
istrator,  be  repaid  to  the  government?  The  Administrator  takes  his. oath  of 
office  to  see  to  these  things*  When  he.  signs  approval  of  a. loan,  (or  those 
he  has  authorized  to  sign  for  him  sign  it),  he  takes  upon  himself  a  very 
grave  responsibility,  a  responsibility  that  amounts  in  terms  of  total  dollars 
now  to  a  couple  billion  dollars*  -  That  . is  a- responsibility  that  affects  the 
economic  welfare  of  the  whole  country*  So  it  behooves  the  Administrator, 
and  everyone  on  the  REA  staff-,  to  make  sure  that  in  their  best,  most  honest 
and  sincere  judgment,  the  facts  that  they  come  up  with  are  sound,  honest 
facts v  Only  on  that  basis  can  the  Administrator  feel  that  his  signature 
affixed  to  that  document  is  an  honest  signature* 

Regarding  the  question  of  rates,  how  can  you  determine  whether  the  loan  will 
provide  lower  rates  than  would  otherwise  be  obtainable?  This  is  a  matter 
for  the  engineers  and  statisticians  to  determine,.  On  occasion  in  the  past, 
but  only  on  occasion,  the  estimates  of  future  load  have  been  way  out  of  line 
with  the  actual  fact.  I  have  seen  in  the  files  of  REA  load  growth  charts 
made  in'  the  field,  and  then  new  arbitrary  lines  drawn  in*  When  this  happens, 
and  revenues  "fall  short  of  estimates.,  the  generation  and  transmission  coopera¬ 
tive  is  in  desperate  trouble,,  which  means  that  REA  is  in  trouble*  There  is 
doubt  that  the  loan  can  be  repaid.  Had  the  original  load  figures  been, 
fpllowed,  the  loan  would  not  have  been  made  as  it  would  have,  shown  that  it 
was  not  feasible*  Today  the  load  is  not  there  to  back  up  the  loan,  and  the 
result  is  that  the  farmers  are  faced  with  a  rate  that  is  almost  prohibitive. 

At  the 'annual  meeting  of  I®EGA  in  Miami  an  entire  board,  of,  directors  and 
the  manager  of  one  distribution  cooperative  came  in. .to  meet  with  Mr*.  Nelsen 
and  me.  They  wanted  to  know;  how  they  could  "get  out  from  under" \  how  they 
could  break  away  from  their  own  generation  and  transmission  cooperative. 

They  will  have  to  pay  close'  to  twice  as  much. for .electricity  from  that  gener¬ 
ation  and  transmission  cooperative  as  they  could  buy  electricity  from  a 
private  supplier*-  they  said,  They  could  get  a  contract  from  a  private  sup¬ 
plier,  but  they  Are  stuck -with  a  35-year  contract  with  their. own  cooperative. 
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There  have  been  a  number  .of  .'such  cases  in  the  last  half-dozen  months.  The 
economic  picture  is  changing,..  Utility  .companies  are  putting  in  bigger  plants. 
Increasing  consumption  has  enabled  them  to  reduce  the  cost  of  electricity, 
meanwhile ,  generation  and  transmission  costs  have  remained  constant  or  de¬ 
clined  only  slightly-  Whereas  the  generation  and  transmission  supply  they 
borrowed  to  establish  a  few  years  back  may  have  seemed  the  best  answer  at 
that  time,  today  it  is  the  answer  they  wish  they  did  not  have. 

We  must  use  extreme  care  to  determine  that  it  is  the  best  way  for  users  of 
electricity  in  a  particular  area,,  Too  many  times  we  find  that  these  genera¬ 
tion  and  transmission  cooperatives  are  the  brain  child  of  big  promoters, 
not  the  Users,  .  . 

.•  If  .'-the  things  we  do  reduce  the  cost  of  power  on. the  farm,  those  things  are 
right.  If  they  increase  the  cost  of  power, ;  they  are.  wrong. 

The  next  item  is  "the  proper-  relationships  between  electric  and  telephone 
borrowers,.')  This  is  a  rather  broad  subject.  Experience  during  the  last 
several  years  has  shown  it  is  not  good  or  wise  for  the  electric  borrowers 
to  do  much  more  than  encourage ,  where  necessary,  the  formation  of  coopera¬ 
tives  :to  provide  telephone  service,,  We  have  one  case  where  the  manager  of 
an  electric  cooperative  was  induced  by  his  board  of  directors  to  take  on  the 
job  of  helping  to  set  up  a  telephone  cooperative.  He  had  been  a  very  capable 
manager.  His  own  cooperative  had  an  excellent  DSER  record e  He  took  on  the 
job  and  found  it  too  much  to  try  to  handle  both  at  once.  N ow  the  electric 
cooperative  is  in  extremely  poor  shape,  he  had  to  maxe  as  a  condition  of 
their  last  loan  the  enactment  by  the  board  of  a  resolution  directing  the 
manager  to  get  out  of  telephone  activities.  In  that  particular  case,  the 
telephone.; cooperative  has  not  yet  come  into  operating  existence.  It  is 
just  in  the.:,  formative  stage, 

A  telephone  cooperative  is  a  very  complicated  business.  Feasibility  is  a 
lot  skinnier  than  it  is. on  an  electric  project.  There  is  always  opportunity 
in  the , electrification  field  to  count  on  increased  use  of  electricity.  In 
the  case  of  a  telephone  cooperative,  it  does  not  make  any  difference  how 
many  more  telephone  calls,  are  made;  the  revenues  donJt  increase,  .We  urge 
that  with  the  exception  of  advising  the  people  of  the  area  how  to  go  about 
getting  telephone  service,  that  electric  cooperatives,  their  boards  and 
managers,  stay  out  of  the  telephone  field.  The  two  together  make  too  big  a 
job  for  any  one  man  to  handle.  Each  is  a  full  time  proposition* 

I  would  like  to  see,  and. hope  to  see,  a  very  high  degree  of  cooperation 
between  electric  cooperatives  and.  telephone  companies  and  cooperatives  from 
the  joint  use  . of.  facilities  angle.  It  is  essential  that  costs  be  held  down 
to  whatever  minimum  can  be  found,.  We  have  to  get  the  cost. of  telephone 
installation  down.  At  the-  present;  time  many  of  the  applications  we  have  on 
hand  will  not  result  in  loans  because  feasibility  is  not  there  at  rates 
people  can  afford  to  pay.  Recently  in  Minnesota  we  stretched  a  point  to 
make  a  loan  -  it  included  a  resort  area,  people  were  coming  in  to  it,  etc. 

The  rate  called  for  .‘J4.50  a  month  for  a  multi-party  line.  It  was  turned 
down  by  the  state  commission  because  the  rate  was  too  high.  All  the  work 
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that  had  gone  into  that  loan  was-  for  nothing.  Even  though- -REA  made  the  loan, 
the  state  turned  it  down  because  the  monthly  rate  to  the  subscriber  was  too 
high.  ■■  Me  have  to  get  the  costs  down,  and  joint  use  with  either .  independents 
or  cooperative  borrowers  will  help  to  do  it.  1  have  said  joint  use  meant 
joint’ use-  of  poles,  but  perhaps  it  can  mean  the  lines  themselves  as  well* 
Progress  has  been  made  towards  the  carrier  system  where  you  use  existing 
lines  to  transmit  telephone  messages^  It  is  also  conceivable  that  in  the 
next  ten  years  a  means  of  radio  communication  can  be  brought  into  being. 

'When  they  do,  we  will  jump  at  it.  It  may  be  a  means  of  completing  the  com¬ 
munication  system  in  the  rural  areas. 

Mr.  Callaway  cays  that  you  may  be  interested  in  the  status  of  the  Southeastern 
Power  Association , regarding  the  Clark  Hill  power  situation,  and  the  position 
REA  will  take  in  that,  I  came  down  here  to  inquire  about  that  myself,  so  for 
the  time-  being  we  will  skip  over  that. 

The  next  is  a  glimpse  into  the  future  for  the  field  staff*  We  have  a  job  to 
do  in  REAv  Even  though  at  the  end  of  the  fiscal  year  we  anticipate  that 
between  and  of  the  rural  areas  will  have  electric  service,  this  does 
'  not  mean  the  job  is.  ddhe=»  The  use  of  electricity  in  both  urban  and  rural 
areas  will  keep  on  increasing.  This  will  mean  heavying-up,  improvements, 
etc.;  it  means  everything  that  works  for  the  betterment  of  rural  electric 
service, 

X  told  you  of  the  increase  of  loans,  and  I  told  you  about  the  possibility 
of  it. going  up  to  6165,000,000.  Without  revealing , any  top  secret,  I  can  say 
that  it  looks .  as  though  the  planning  program  which  was  set-up  some  seven, 
eight  or  nine  years  ago  has  missed  the  boat  along  about  now.  It  is  too  low 
and  will  have  to  go  up  —  for  heavying-up,  for  member  extensions,  and  for 
some  generation  and  transmission  loans.  The  latter  We  are  ..going  to  scruti- 
'  nize  with  the  utmost  care  for  one  reason  above  all  others:  we  don*t  want  to 
stick  the  farmers  with  high  costing  power.  All  these  things  point  to  an 
expanding  activity,  in  the  field  particularly.  Also,  there  is  need  for 
attention  to  loan  security-,  problems.,  and  to  the  management  end. 

Nov;,  it. says  here  that  you  would  like  to  have  a  question  and  answer  period, 
and  I  think  that  is  a  very  good  idea.  I  have  some  questions  myself,  but 
I’ll  be  glad  to  answer  yours  if  I  can.  I  want  to  go  into  the  Clark  Hill 
power  situation.  There  is  a  lot  that  I  donH  know  about  it.  It  seems  to 
me  that,  a  supposed  principle  is  the  focal  point  of  attention  down  there. 

Should  the  Clark  Hill  power  be  sold  only  to  so-called  preference  customers, 
or  to  a  utility  company  for  preference  customers,  or  just  to  a  utility  com¬ 
pany?  I  don^  know  how  it -is  there,  but  on  most  federal  hydro  systems  you 
do  not  have  a  year  round  firm  supply.  It  has  most  value  as  peaking  power, 
and  when  used  for  peaking,  it  serves  to  reduce  the  capital  investment  for 
steam  plants,  I  don*t  know  the  exact  figure,  but  there  are  not  many  hydro 
facilities  that  can  run  year  round.  They  do  not 'have  that  much  water  backing 
them*  I»ve  checked  a  number  of  dams,  and  the  average  ran  around  165  days  a 
year.  If  hydro  is  to  be  used  as  firm  power,  peaking  would  have  to  be  pro¬ 
vided  by  steam  plant  installation  in  many  cases,  adding  to  the  net  cost  to 
the  user.  * 
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1  personally  don!t  care  who  they  sell  to  as  long  as  it  contributes  to  the 
•lower  cost  of  .electricity*..  ... 

What  we  want  is  what  is  best  for  the  farmer*  I  don !  t  kncrw  what  the  answers 
are  —  I  have  not  gone  into  it  too  much  yet0  Our  attitude  should  be  to 
support  and  back  that  sale  and  handling  of  Clark  Hill  power  which  will  add 
up  to  the.  lowest  possible  power  cost  to  the  farmer 0  If  we  do  that.,  we  will 
be  right  regardless  of  whether  that  contract  involves  the  sale  to  Georgia 
Power  *  to  an  individual  cooperative,  or  whatever  the  case  may  be. 

In  all  of  our  actions  we  must  use  sound  judgment c  We  do  not  have  a  rule 
on  the  books  that  can!t  and  shouldn:t  be  broken  if  circumstances  warrant 
it.  If  you  use  your  best  judgment  in  meeting  these  problems  that  come  up 
in  the  field,  yo.u  will  always  have  the  backing  of  the  office  in  Washington, 

SUMMARY  OF  QUESTIONS  aHD  ANSWERS  AT  THE  CONCLUSION  OF  MR*  STRONG'S  ADDRESS s 

•  Mr0-  Bradley i  I  think  the  whole  group  would  be  interested  in  knowing  what 
constitutes  commitments  on  the  part  of  REA  insofar  as  reimbursement  is 
ccncernedr 

Mr o  Strong i  That  is  in. respect  to  reimbursement  of  general  funds0  REA  has 
in  the  past  made  a  rather  wide-open  commitment  to  all  borrowers  for  reim¬ 
bursement  of  general  funds  expended  on  work  orders,  and  sometimes  not  even 
on  work  orders.  It  is  a  moral  obligation  on  REa  to  meet  proper  commitments,, 
There  is  that  commitment  there,  and  it  will  have  tc  be  observed.  Where  a 
cooperative  in  the  future  is  interested  in  going  on  its  own  to  the  limit  of 
its  financial  ability,  and  where  that  does  not  endanger  its  financial  condi¬ 
tion,.  then  that  cooperative  should  be  encouraged  to  take  that  course  of 
action. 


It  may  be  that  if  a  cooperative  has  built  itself  up  financially  to  the 
point  where  it  can  make  member  extensions  out  of  its  own  general  funds 
without  losing  any  of  its  financial  strength,  then  we  should  help  them 
with  thato  We  are  obligated,  however,  and  committed,  —  and  there  has 
been  no  change  up  to  the  present  time  in  the  written  policies,  —  we  are 
committed  to  reimburse  all  work  order  construction  for  everything  that  has 
been  done,  and  we  want  to  continue  to  respect  those  obligations 0 

We  want  to  assist  the  cooperatives  in  setting  up  their  financial  houses  in 
such  fashion  that  at  sometime  in  the  future  they  can  become  entirely  inde¬ 
pendent  of  REA„  We  do  not  want  to  do  that,  however,  on  such  a  basis  as  to 
weaken- the  cooperative,.  When  they  are  able  to  step  out  from  under  REA?s 
wing,  we  want  each  one  to  be  able  to  stand  as  a  company  that  can  continue 
to  operate.  Part  of  the  reimbursement  plan  was  not  put  in  writing  in  the 
past,  and  it  is  a  little  vague.  The  records  show,  whether  it  was  written 
or  not,  that  it  was  the  policy  of  REA  to  keep  those  cooperatives  under  REA 
control.  Regarding  reimbursement  of  general  funds  from  loan  funds  for  com¬ 
pleted  construction,  we  have  that  commitment  which  must  be  observed,  whether 
it  is  wise  or  not;  but  where  we  can,  let‘s  help  the  cooperatives  to  break 
away  from  any  federal  domination. 
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Mr*  Nances  I  •'would  like  to  know  something  about  this  replacement  reserve 
fund.  REa  Bulletin  103-2  tells  ho w  to  set  up  a- cash  fund,'  It  do.es  not  tell 
how  to  establish  a  levels  It  goes  further  to  recommend  that  any  additional 
cash  available  be  put  on  a  cushion  of  credit.  As  I. follow  it,  anything  over 
and  above  the  replacement  reserve  can  be  used  for  their  own  construction,  but 
in  the  bulletin  it  says  to  put  it  on  a  cushion  of  credit*  Which  should  it  be? 

Mr,  Strong:  The  matter  is  under  discussion  at  the  present  time .  .No  firm 
answer  has  been  arrived  at-  yet  or  set  down,*  Under  the  present  policies, 
those  in  the  books,  a  replacement  reserve  fund  is  desirable.  We  set  up  a 
method  by  which  that  can  be  achieved  using  percentage  figures  in  order  to 
determine  the  amount  of  the  fund*  We  recommend  first  that  money  be  used  to 
pay  ahead  on  their  debt  to  REA*  However,  they  are  credited  with  2%  interest 
On  those  advance  payments,  and  they  know  they  can  go  out  and  buy  government 
bonds  cr  other  securities  that  pay  3$s  We  have  had  about  50  contacts  with 
either  managers  or  boards  of  directors  of  cooperatives  that  say,  "we  can  do 
either  the  first,  or  the  second,  but  we  believe  we  have  a  moral  obligation 
to  establish  that  cushion  of  credit,"  These  are  not  many,  possibly  only  50 
out.  of  980  borrowers,  but  it;  is  a  good  healthy  sign.  You  can !t  blame  people 
too  -severely,  though,  if  they  go  out  and  buy  bonds  at  3%  instead  of  paying 
on  a  cushion  cf  credit  at  2%, 

What  is  the  following  recommendation  in  the  next  paragraph  of  the  bulletin? 

I  think  you  should  read  that*  It  is  a. further  recommendation  for  the  invest¬ 
ment  of  funds.  If  they  do  not  establish  a  cushion  of  credit  they  should 
invest  their  excess  funds  wisely  in  accordance  with  the  next  paragraph.  The 
same  recommendation  would  apply  to  anything  beyond  the  replacement  fund  that 
is  not  put  into  this  cushion  of  credit*  There  have  been  some  instances 
recently  where-  borrowers  wanted  to  invest  in  farm  mortgages  insured  by  FHA.* 
They  have  one  bad  feature-*  They  are  not  as  liquid  as  desirable  in  the  case 
of  a  cooperative*  It  may  take  seven  years  to  get  your  money  out  of  the 
things,  and  that  is  no  kind  of  an  investment  for  a  cooperative  that  may  need 
its  money  quickly  on  short  order*  The  type  of  investment  should  be  a  thor¬ 
oughly  solid  form  of  investment  that  is  highly  liquid  so  that  if  the  need 
arises,  the.  cooperative  can  get  its  money  out  quickly, 

•Mr,  Nance?  If  we  encourage  them  to  place  all  the  excess  money  in  a  cushion 

of  credit  they  may  have  to  have  another  loan* 

Mr*  Strong:  They  should  not  be  encouraged  to  place  all  in  a  replacement 
reserve*  This  is  being  reexamined  to  determine  what  is  a  really  adequate 
reserve  that  will  protect  them*  It  is  a  problem  in  utility  accounting* 

The  answers  are  being  worked  on  right  now* 

Mr,  Cor urn?  Some  are  trying  to  use  a  five  year  cushion  of  credit* 

Mr,  McCombs:  In  the  bulletin  there  are  only  two  places  for  cash.  One  is 

the  R  and  R,  and  the  other  is  other  corporate  purposes*  The  only  thing 

that,  says  anything  about  the  investments  of  bonds  is  in  the  R  and  R  reserves* 
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Mr0  Strong;  To  the  extent  that  those  surplus  funds  were  put  into  a  cushion 
of  credit s  that  would  offset  any  additional  loan  funds  granted*  The  trouble 
comes  in  here  where  many  cooperatives  that  are  well  to  do  will  set  up  replace¬ 
ment  reserves,  skip  the  cushion  of  credit ,  and  invest  additional  funds  in 
other  securities,,  We  really  don't  have  any  justifiable  axe  to  grind  on  that 
point,  as  all  we  do  is  recommend  what  they  do  with  those  funds* 

Mr*  Nance;  If  they  use  their  own  funds  for  work  order  construction,  they 
have  a  tendency  to  compromise  on  the  quality  of  construction  which  results 
in  a  poorer  grade  of  work  than  when  it  is  financed  by  REA0 

Mr,  Scoltock;  I  have  found  that  there  is  that  tendency,  but  I  don’t  know  to 
what  extent  it  is  carried  out*  In  accordance  with  the  bulletin,  as  now 
written,  it  is  REA’s  recommendation  that  those  funds  over  and  above  the 
R  and  R  reserve  should  be  applied  to  a  cushion  of  credit  rather  than  other 
corporate  purposes*  I  understand  that  it  is  being  reexamined  now  to  see  just 
what  should  be  done* 

Mr*  Strong:  I  don 1 1  see  how  we  could  at  this  time  tell  the  cooperatives 
that  we  could  just  wipe  that  off, 

Mr,  Corum:  The  majority  of  managers  in  my  section  are  trying  to  get  them¬ 
selves  in  a  good  cash  position  whereby  they  can  carry  through  anything  that 
might  happen* 

mrc  McCombs s  What  would  be  the  policy  in  regard  to  retirement  of  an  obliga¬ 
tion?  A  cooperative  is  paying  a  certain  amount  of  principal  and  interest  on 
a  note*  What  would  be  the  policy  on  retiring  the  note  ahead  of  schedule? 

Mr0  Strongs  I  can't  see  anything  wrong  with  that*  That  would  be  good  busi¬ 
ness  sense,  and  I  can  see  nothing  a«;rong  with  that.  There  is  another  over¬ 
all  angle  to  that  situation*  As  these  cooperatives  might  be  inclined  to  do 
that,  —  either  pay  off  their  indebtedness  to  the  government  or  build  up  their 
cushion  of  credit,  —  to  that  extent  they  are  strengthening  the  public  rela¬ 
tions  angle  of  the  whole  REa  program.  The  REa  program,  at  its  maximum,  could 
only  serve  about  10%  to  lf?%  of  all  the  people  in  the  country*  We  have  about 
90%  of  the  people  who  don’t  care  anything  about  the  REA  program*  So  any¬ 
thing  we  can  do  to  build  up  REA  public  relationswise  will  be  all  to  the  good* 

Mr*  Alford:  Regarding  ice  storms,  etc,,  do  we  still  have  the  procedure 
whereby  short  term  loans  can  be  made  to  take  care  of  emergencies? 

Mr*  Scoltock:  I  don’t  know  of  anything  that  has  changed  our  past  practice. 
They  always  have  been  studied  on  an  individual  basis 0  However,  where  bor¬ 
rowers  have  funds  invested  at  3%  interest,  it  would  seem  to  me  only  logical 
for  them  to  use  these  first  before  making  a  loan  for  storm  damage* 
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■Jar*  Strong;  We  are  ■working  to  the  end  where  cooperatives  can  be.  insured 
against  such  storm  damage  o.  ue  are  attempting  to  find  the  answer  to  exten¬ 
sive  storm  damage »  I  would  like  , to  suggest  that  we  want  every  possible 
fact  relating  to  storm  .damage  over  all  the  country,  so  that  at  the  end  of 
a  year  we  will  have  the  complete  record  of  , what  the  costs  are,  how  they  are 
handled,  what  .was  done,  how;  it  was  financed,  etc0,  I  don’t  know;  what  the 
answer  v/ould  be,  but  v;e  may  come  up  with  something,  I  hope  this  can  be 
■worked  out  on  a  cost,  basis;  which  would  bring  the  cost  cf  such  insurance 
within  the  means  -,  of  the  -  cooperative ,  and  it  would  afford  them  a  protection 
they  don’t  have  . now 0  . 
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HOW  TO  PR5VEHT  LOAF  SECURITY  PROBLEMS  —  Joseph  H.  Me C omb s 


How  to  prevent  loan  security  problems  —  The  only  sure  way  to  accomplish 
this  that  I  know  of  is  not  to  make  any  loans  —  I  certainly  hope  that 
the  Administrator  will  disatrorove  this  remedial  plan. 

Every  "borrower  presents  a  loan  security  problem  until  the  loan  is  paid 
off.  There  are  ways,  however,  hy  which  the  loan  security  problems  can 
be  minimized.  To  paraphrase  Mr0  Micawber* s  advice  to  David  Copperfield, 
earn  one  dollar  and  spend  one  dollar  and  ten  cents  -  failure’  earn  one 
dollar  and  ten  cents  and  spend  one  dollar  -  success,. 

I  am  sure  that  none  of  you  consider  yourselves  a  financial  security  pro¬ 
blem.  Why?  Because  you  simply  didn't  buy  that  car  you  couldn't  afford 
or  take  that  vacation  you  couldn'  t  nay  for  or  indulge  in  extravagancies 
your  income  would  not  support.  Of  course,  if  any  of  you  make  so  much 
money  that  you  can’t  spend  it  all  that  probably  is  the  mos.t  pleasant  way 
to  avoid  becoming  a  financial  security  risk. 

In  order  to  do  this  we  must  first  recognize  and  evaluate  the  magnitude 
of  the  problem  and  next  we  must  do  or  cause  to  be  done  those  things  that 
will  improve  the  borrower' s  financial  position. 

The  controlling  elements  are  recognized  in  three  variables  —  the  total 
investment,  the  investment  ratio,  and  the  operating  ratio.  That  is  to 
say :  (l)  How  much  money  is  invested  in  the  business;  (2)  Are  we  earning 

a  fair  return  on  our  investment  and  (3)  Is  the  business  being  operated 
efficiently? 

The  surplus  which  the  business  is  earning  can  be  expressed  by  the  eaua- 
tion  —  Surplus  -  (investment  Ratio  X  Total  Investment)  (l-  Operating 
Radio)  -  (.047  X  Total  Investment),  In  every  day  language  this  equation 
says  that  the  profits  are  equal  to  the  gross  revenue  minus  all  expenses 
minus  debt  service. 

The  advantage  of  considering  these  relationships  as  expressed  in  the 
eauation  becomes  apparent  as  you  use  this  formula  and  become  familiar 
with  the  relation  between  the  investment  and  operating  ratios.  With  an 
excellent  investment  ratio  you  can  tolerate  a  poor  operation  ratio  and 
vice  versa.  In  other  worde, .  if  you  are  earning  a  great  deal  of  money 
you  can  indulge  .in  a  few  extravagancies  without  jeopardizing  your  finan¬ 
cial  position.  This  will  be  more  fully  discussed  later  on  in  the  con¬ 
ference. 

Our  subject  at  the  present  time,  however,  is  not  analysis  by  ratios,  but 
how  to  prevent  our  borrower's  financial  position  from  deteriorating. 
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Let*  s  consider  the  above  discussed  elements  one  at  a  time.  Suppose  we 
start  with  "Total  Investment."  Obviously*  this  should  be  kept  as  low 
as  possible,  consistent  with  sound  engineering  practice.  This  to  a 
very  large  extent  is  dependent  upon  economical  standards  and  system  de¬ 
sign.  The  borrower  can  further  contribute  to  lowering  this  investment 
by  employing  efficient  construction  methods.  While  we  must  assume  that 
the  engineers  will  do  a  good  job,  I  am  sure  they  will  be  receptive  to 
any  suggestions  or  comments  which  might  be  made  in  the  interest  of  more 
economical  standards  and  design,, 

Let’s  find  out  how  much  of  each  kind  of  material  is  used  per  month, 
plus  a  small  reserve  for  eventualities,/  Then  let' s  find  out  how  much 
of  the  various  kinds  of  material  are  stocked  in  nearby  distributors’ 
warehouses  and  how  long  it  would  take  to  get  deliveries  from  these  suppli¬ 
ers.  With  this  information,  you  will  be  in  a  position  to  determine  your 
advisable  turnover.  This  will  produce  a  saving  in  t  he  amount  of  money 
you  will  have  in  idle  investment  and  additional  saving  in  warehouse  in¬ 
vestment. 

This  material  is  in  a  sense  really  money  in  another  form.  Loth  materials 
and  money  show  up  on  the  books  of  the  borrower  as  assets  and  should  be 
treated  as  such.  ho  one  would  think  of  throwing  a.  silver  dollar  at  a 
jack  rabbit  so  why  throw  a  three  bolt  clamp  at  one.  If  you  lost  a  quar¬ 
ter  around  a  pole  you  certainly  would  not  go  off  and  leave  it  without 
trying  to  find  it  —  why  not  be  just  as  interested  in  the  borrower's 
materials  and  tools.  All  of  these  practices  and  many  others  have  a  de¬ 
cided  effect  on  the  capital  investment. 

If  there  is  a  sudden  increase  in  the  "Cost  of  Power  Sold"  the  power  bills 
should  be  examined  to  ascertain  if  the  increased  cost  is  due  to  increased 
demand  or  increased  energy,  or  both.  Increased  demand  without  increased 
energy  probably  means  that  some  transit  disturbance  has  caused  the  demand 
indicator  to  register  an  abnormal  condition,  which  if  satisfactorily  sub¬ 
stantiated,  the  power  company  will  generally  adjust.  This  condition 
might  be  caused  by  lightning  or  a  high  resistance  short  of  ground,  or  by 
a  large  load  of  very  short  duration.  If  the  energy  has  increased  sharply 
but  not  the  demand,  meter  reading  dates  should  be  compared.  If  it  is 
found  that  the  sudden  increase  is  due'  to  the  fact  that  the  power  company 
read  its  meters  late  and  that  you  are  being  billed  for  say  36  days’  con¬ 
sumption  instead  of  a  30-da.y  consumption,  there  is  nothing  to  worry 
about  as  it  will  be  adjusted  on  subseauent  months’  readings.  Should 
both  the  demand  and  the  energy  show  a  sharp  unexplainable  increase,  you 
should  ask  the  power  company  for  a  meter  check.  It  is  possible  that  the 
meter  has  been  incorrectly  read.  Also,  the  metering  transformers  may  be 
off  ratio.  Metering  transformer  connections  should  be  checked.  This  is 
particularly  true  where  two  element  meters  are  used.  By  watching  this 
we  recently  were  able  to  secure  a  $3,000.00  refund  to  one  of  the  borrowers 
for  overcharge  by  the  utility. 
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Percentage  line  loss  is  indicative  of  not  only  line  loss  “but  of  the  entire 
unmeasured  increment.  From  a  borrower’ s  standpoint,  line  loss  includes 
line  conductor  loss,  transformer  losses,  meter  losses,  stolen  current, 
unmetered  current,  leakage,  loss  due  to  low  voltage;  in  fact,  every  incre¬ 
ment  that  goes  to  make  up  the  difference  between  the  .substation  meter 
reading  and  the  sum  of  all  the  consumer  meter  readings  on  the  cooperative1  s 
system.  Obviously,  there  are  many  things  that  a  manager  can  do  to  decrease 
his  "line  loss,."  Some  of  these  are;  see  that  all  consumers -are  metered; 
the  proper  loading  of  transformers;  right-of-way  clearance  to  prevent 
leakage;  'maintain  proper  voltage,  etc. 

We  occasionally  advise  our  borrowers  to  defer  normal  maintenance.  This 
is  dangerous  and  should  be  done  only  w'here  the  situation  is  thoroughly 
understood.  If  a  system  study  indicates  that  certain  sections  of  a 
borrower’s  distribution  system  are  shortly  to  be  rebuilt,  then  all  main¬ 
tenance  should  be  deferred  on  those  sections  except  that  necessary  to 
protect  service  and  to  eliminate  hazards.  This  requires  judgment  on  the 
.part  of  the  manager.  Planned  deferred  maintenance  seldom  results  in  a 
real  benefit  to  the  cooperative  and  should  not  be  resorted  to  without 
careful  study , "  rather  a  planned  maintenance  program  should  be  put  into 
.  effect. 

Every  year  poles,  transformers,  hardware,  etc.,  suffer  a  loss  in  service 
value  resulting  from  wear  and  tear,  decay,  accidents,  inadequacy,  obsoles¬ 
cence,  etc.  Ill  of  such  loss  in  value  over  and  above  that  portion  restored 
by.  current  maintenance  represents  depreciation.  Likewise,  every  year  the 
borrower  sets  up  in  an  account  called  "Reserve  for  Depreciation  of  Electric 
Plant  in  Service"  a  provision  for  the  loss  in  service  value,  or  deprecia¬ 
tion.  In  setting  up  this  provision,  the  borrower  charges  an  expense 
account  called  "Depreciation"  and  thus  reduces  its  net  earnings  or  margins 
for  the  year  by  an  amount  eaual  to  the  depreciation  charge.  This  depre¬ 
ciation  charge  has  been  equivalent  to  3.489c  per  year  of  the  total  cost 
of  the  depreciable  electric  distribution  plant.  The  accumulated  reserve 
or  provision  for  depreciation  is  shown  on  line  A5  of  the  monthly  opera¬ 
ting  report. 

If  the  borrower  replaces  a  broken  pole  or  any  other  item  of  r>lant  large 
enough  to  be  considered  a  retirement  unit  (unit  of  property)  and  charges 
the  cost  of  such  replacement  to  maintenance  expense,  it  unjustifiably 
penalizes  its  operating  margins.  Since  the  Reserve  for  Depreciation  of 
Electric  Plant  in  Service  contains  a  growing  provision  for  the  deprecia¬ 
tion  and  eventual  retirement  of  all  retirement  units  of  plant,  the  ori¬ 
ginal  cost  of  any  such* unit  retired,  less  salvage  (if  any),  should  be  a 
charge  to  the  depreciation  reserve,  with  the  cost  of  installing  a  new 
unit  in  its  place  being  capitalized  through  a  charge  to  the  plant  account. 

By  following  this  procedure  the  borrower  will  be  conforming  to  the  Uniform 
System  of  Accounts  and  will  be  charging  its  expense  accounts  with  only 
one  cost  (the  cost  of  accruing  the  depreciation  reserve),  instead  of 
charging  them  with  double  costs  (the  cost  of  accruing  the  reserve  and 
an  improper  charge  to  maintenance  expense  for  substantially  the  same  cost), 
as  is  the  case  when  the  cost  of  replacing  poles  and  other  retirement 
units  is  charged  to  maintenance. 
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The  foregoing  paragraphs  relate  principally  to  the  treatment  of  non-cash 
items,  such  as  the  charges  accruing  the  depreciation  reserve  and  charg¬ 
ing  of  the  original  cost  of  plant  units,  when  retired,  to  such  reserve. 

With  respect  to  financing  the  cost  of  replacement  of  property  classed  as 
retirement  units,  ESA  has  recommended  (in  HEA  Bulletin  103—2)  that,  each 
"borrower  establish  in  Account  114,2,  Renewal- and  Replacment  Bund,  a  fund 
to  provide  the  cash  necessary- for  ordinary  replacements  (as  distinct 
from  system  improvements)  up  to  an  amount  equal  to  the  original  cost  of 
the- property  being  replaced.  The  remaining  replacement  cost  generally 
may  be  advanced  by  HEA,  if  funds  are  available  in  the  budget. 

The  Renewal  and  Replacement  Fund  is  to  be  shown  on  Line  A  11  of  the  monthly 
operating  report.  It  merely  represents  a  segregation  of  cash  and  invest¬ 
ments,  normally  resulting  in  a  reduction  of  the  amount  on  line  A  8  and 
possibly  line- A  13  of  the  operating  report.  The  establishment  and  use 
of  the  R  and  R  fund  has  no  effect  on  the  amount  of  the  depreciation  re¬ 
serve  appearing  on  line.  A  5. 

The  cost'  of  -moving  or  replacing  transformers  with  larger  sizes  is  charged 
to-  operations.  In  an  effort  to  save  operation  expense,  some  managers 
are  installing  transformers  larger  than  are  immediately  necessary..  This 
is  effective  in  some  instances;  however,  this  can  be,  and  is,  over  done 
in  a  number  of  cases.  When  we  consider  interest  and  depreciation  on  the 
excess  investment,  together  with  added  transformer  losses,  it  is  possible 
that  the-  borrower  is  losing  money  by  this  practice. 

This  practice  may  be  analyzed  by  comparing,  the  total  installed  distribu¬ 
tion  transformer  capacity  with  the  system  peak  demand.  The,  installed 
transformer  capacity  should  be  approximately  two  times  the,  system  peak. 

Right-of-way  trimming  is  another  large  item  of  operating  expense  that 
should  be  watched.  Borrowers  have  the.  tendency  to  defer  this  expense 
for  two  or  three  years  and  then  clean  up  the  whole  system  in  one  year. 

If  this  work  is  done  on  a  continuing  schedule  the  expense  certainly  will 
be  easier  to  control  and  will  prove  more  economical.  It  is  less  expen¬ 
sive  to  do  light  trimming  continuously  than  to  wait  until  the  brush  has 
grown  heavy  and  thick  and  then  clean  it  up  at  one. time. 

There  are  other  items  of  expense  which  migh  well  be  given  serious  con¬ 
sideration.  Time  will  not  permit  my  going  into  these  now  but  maybe  at 
a'later  date  we  can  explore  them  to  advantage. 

The  very  heart  of  any  business  is  its  revenue.  If  you  do  not  sell  the 
product  you. have  for  sale  -  and  at  a  profit  —  you  won't  stay  in  business 
very  long  regardless  of  the  efficiency  of  the  other  phases  of  your  manage¬ 
ment.  The  product  that  you  do  sell  must  have  a  Kmark  upn  over  the  whole¬ 
sale  cost  of  the  product  plus  the  cost  to  sell,  plus  the  margin  of  profit 
you  wish  to  make  on  your  investment.  In  the  case  of  our  borrowers,  the 
product  is  electric  service  (KWH)  and  the  selling  price  is  outlined  in 
the  rate  schedules.  The  question  of  rates  is  very  fully  discussed  in 
Bulletin  #112-1 .  It  should  be  borne  in  mind,  however,  that  no  block  in 
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your  schedule  can  he  below  cost.  It  may  be  expedient  to  have  one  rate 
block  subsidize  another  block  for  a  short  period  but  this  should  be  done 
only  after  careful,  consideration.  The  answer  to  a  borrower's  question 
when  it  is  felt  that  a  revision  in  rates  is  advisable  is  to  request  a 
rate  study  from  HE  A. 

A  spot  check  of  some  of  our  borrowers  operating  at  a  deficit  indicated 
that  it  would  take  a  Z7cfo  reduction  in  expenses  or  a  5%  increase  in  revenue 
to  put  them  in  the  black.  Obviously,  while  every  effort  should  be  made  to 
reduce  expenses,  no  borrower  can  cut  its  expenses  27 °jo  and  give  satisfactory' 
service.  The  only  answer  is  to  increase  revenue.  And  the  answer  of  how 
to  keep  other  borrowers  from  going  into  deficit  operation  is  to  a  great 
degree  —  increased  ..revenue.  How  are  we  going  to  increase  revenue?  In¬ 
creased  rates  is  surely  not  the  answer-  The  answer  is  increased  sales  of 
KWH.  A  long  range  program  is  good  —  we  should  have  one,  but  it.  is  later 
than  you  think  and  we  need  added  revenue  —  now  — „  We  must  intensify  our 
sales  activity,  using  every  ngimmic"  that  is  practical.  I  don't  know 
what  is  the  best  "gimmic"  to  use  to  put  load  on  the  lines,  there  surely 
are  many  good  ones.  Some  will  work  better  in  one  place,  some  better  in 
another.  But  by  every  legitimate  means  we  must  strive  to  sell  more  KWH. 

I  hope  we  can  change  "Power  Use"  to  "Sal.es  Promotion"  and  think  of  our 
activity  as  selling  KWH, 

In  conclusion,  let  me  say  there  is  no  excuse  for  a  borrower's  going  in  the 
red.  There  may  be  reasons,  but  reasons  are  not  excuses.  Astute  manage¬ 
ment  will  foresee  eventualities  and  make  necessary  preparations  to  meet 
these  foreseen  and  unforeseen  circumstances.  If  a.  business  does  not  pros¬ 
per  it  is  because  its  management  was  not  sufficiently  aware  of  the  pro¬ 
blems  facing  the  business  or  did  not  possess  the  ability  to  successfully 
meet  these  problems. 


SUMMARY  OP  IE  CUP  DISCUSS  I AT  COFCLUSICU  OF  MB.  MCCOMBS'  TALK 


Mr.  Corum;  TV A  has  fought  us  setting  up  that  H  &  E  reserve.  I  don't  know 
if  you  know  about  it,  or  know  much  about  it,  but  it  is  so. 

Mr.  Coon;  I  have  heard  of  some  cases  where  managers  have  said  certain 
auditors  have  advised  them  to  set  up  a  cash  fund,  but  that  they  did  not 
need  to  set  up  a  reserve, 

Mr,  McCombs;  It  does  not  have  any  effect  on  the  capital  credits.  Depre¬ 
ciation  is  a.  book  figure,  and  there  is  no  relation  to  funded  cash  reserves. 

Mr.  Vardy:  There  are  reserves  and  reserve  funds.  They  are  two  entirely 
differenct  things.  A  reserve  fund  is  setting  aside  hard,  cold  cash. 

Setting  aside  part  of  your  excess  and  charging  it  to  expenses  is  reserves. 
One  is  hard,  cold  cash,  and  one  is  a  book  figure,  It  is  the  only  possible 
way. 
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Question:  Isn’t  there  some  talk  of  reducing  the  depreciation  from  3.48 
downward?  •  ■ 

Mr,  Strong:  There  is  a  study  going  on  now  based  on  actual  experience.  A 
depreciation  percentage  ranging  from  below  3048  to  above  that  is  under  con 
sideration  which  would  be  varyingly  applied  depending  oh  circumstances  in 
that  particular  area.  It  is  under  discussion,  and  indications  are  that 
it  will  meet  the  test, 

Mrv.JTanee:  Is  3,48  used  industry-wide? 

Mr.  McCombs:  Ho.  A  committee  years  ago  came  up  with  that  figure.  They 
went  to  the  Edison  Institute  and  discussed  it  with  them,  and  they  took 
reports  from  50  utilities  that  had  very  good  records,  and  they  analyzed 
these  utility  reports.  After  analyzing  these  the  figure  came  out  to  3.48. 

Mr.  Hence*  Is  it  so  flexible  that  whatever  a  committee  come  ut>  with  it 
will  be  all  right? 

M iv  McCombs.:  Ho,  I  don’t  believe  that  it  is  sen 
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: "INITIAL  STEPS  OF  A  REMEDIAL  PROGRAM  -  PREPARATION  OF  FORM  8llA,  CHARTS , 
TRlNDS;,  DIG  AST  -  F»  Allen  Vardy 

As  you  know ,  we  have  less  of  the  loan  security  problems  in  Section  II  than 
in  any  other  part  of  the  country.:, 

Inasmuch  as  we  are  away  behind  in  cur  shedui.ed  time.,  and  to  permit  Mr,  Lynch 
more  time  for  presentation  of  his  portion  of  the  program.,  I  will  cut  my  talk 
down  just  as  much  as  possible.-,  Ne  will  start  by  a  brief  discussion  of  the 
initial  steps  of  a  remedial  program  for  these  borrowers  by  taking  up  the 
preparation  of  the  "Analysis  and  Projection  of  System  Operations  Chart/1 
form  8lla0  Full  instructions  are  on  the  reverse  side  of  the  sheet  explain¬ 
ing-  the  method  of  securing  the  necessary  figures,  percentages  and  ratios0 
Therefore,  we  will  not  pursue  these  details  at  this  time.  In  preparing  the 
form,  we  compile  information  for  the  last  three  years  in  the  Area  Office, 
thus  shewing  a  trend  as  to  how  the  cooperative  is  operating,  and  project 
the  debt  service  for  the  next  four  or  five  years  to  the  point  of  maximum 
debt  service.  This  is  based  on  the  assumption  that  all  unadvanced  funds 
will  be  advanced  in  full.  The  other  four  year  projections  are  to  be  worked 
up  in  the  field  by  the  manager  and  you  OFR's.  However,  since  this  form  is 
almost  self-explanatory,  we  will  go  on  to  charts  and  trends0 

The  charts  and  trends  are  contained  in  a  graph  chart  known  as  the  "Goals  and 
Progress  Chart-"  I  believe  this  was  designed  by  ux*  Frank  Turney.  On  this 
chart  in  the  outside  square  is  a  trend  which  we  work  on  the  average  monthly 
basis  for  the  past  five  years.  Four  copies  of  this  chart  are  sent  out $  one 
copy  for  the  field  man,  two  copies  for  the  cooperative  office,  and  we  ask 
that  the  fourth  copy  be  returned  to  us  after  the  OFR  and  the  manager  have 
projected  the  chart  for  the  next  two  years.  VYe  think  the  manager  should 
keep  one  copy  of  the  chart  with  him  in  his  desk  so  he  can  easily  follow 
along  with  it,  see  how  the  plan  is  working,  and  make  any  necessary  changes 
•as  the  months  go  by,  Y»e  recommend  that  the  cooperative’s  second  copy  be 
hung  on  the  wall  in  the  directors1  room  so  that  anyone  who  is  interested 
can  see  just  how  it  is  going.  At  the  present  time*,  we  are  preparing  these 
charts  for  those  systems  who  have  been  or  are  already  what  we  feel  are 
security  risk  borrowers,  but  later  on  we  intend  to  make  them  for  all  the 
borrowers  in  our  area. 

The  cooperative  digest  consists  ofs 

1.  A  statement  giving  the  historical,  agricultural,  and  financial  background, 

2,  A  map  showdng  the  area  bourdries  of  the  cooperative, 

'  V  *  ’  *  f  ' 

3v  A  statement  of  statistics  showing  the  development  of  the  system. 

U,  A  comparative  analysis  statement  calling  attention  to  any  wide  deviation 
between  the  state  averages  and  the  system  figures. 

5,  A  monthly  average  statistical  schedule  showing  the  cooperative’s  figures 
for  the  past  three  years  and  the  state  figures  for  the  last  year. 
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,6o  The  Analysis  and  Projection  of  System  Operations  (form  8lla)0 

7-.  A  Feasibility  Study  stating  the  factors  of  the  last  study,  such  as:  the 
miles  of.  line  to  be  bu3.lt,  number  of  consumers  to  be  served,  and  the 
average  kwh  consumption  to  be  attained,.  The  study  goes  on  to  point  out 
where  the  past  has  fallen  short  or  exceeded  the  estimates  of  the  feasi- 
•  bility  study,. 

8s  A  copy  of  the  Feasibility  Study  (form  AL  hlB)c, 

9o  Debt.  Service  Requirement  .Study  which  shows  the  present  and  maximum  pay¬ 
ments  and  due  datess  Also,  the  margin  per  kwh  necessary  to  meet. these 
obligations  o 

^lOc,  The  Baling  Chart,  This  will  be  fully  explained  later  by  Mr0  Dabney, 

•All  of  this  information  and  material  which  make  up  the  cooperative  digest 
is .  sent  to- the  OFR  for  presentation  to  the  cooperative.  However,  at  this 
;point,  1*11  turn  the  program  over  to  Mr0  Lynch  who  will  tell  you  what  he 
does  when  he  goes  to  the  cooperative  with,  this  information^. 


.  PRESENTATION  OF  ANALYSIS  TO  THE  BORRQYER  BY  THE  OPERATIONS  FIELD  . 

.  REPRESENTATIVE.  ~  “lari  A,  Lynch 

I- know  that  no  two  people  will  present  the  analysis  to  the  borrower,,  in  the 
same  wa y„  No .  two  people  use  the  same  techniques  in  talking  with  the  borrower, 
I  have  found  that  I  will  accomplish  more  'with  the  borrower,  regardless  of  the 
problem,  if  the  manager  knows  he  has  the  time  to  deal  with  the  problem;  I 
make  sure  before  I  go  to  see  him  that  he  knows,,  I  am  coming,  and  that  he  will 
•■  have  the  necessary  time  available. 

Sometimes  what  we  have  to  do  with  the  borrower  can  be  misinterpretted.  In 
.this  digest  which  -we  present  to  the  borrower  you  will  note  that  there  are 
two  copies  of  everything.. 

My  first  approach  is  to  review  the  digest  myself  to  become  familiar  with 
this  information  so  I  will  be  able  to  discuss  it  with  the  manager. 

My  next  move  is  to  make  contact  with  the  manager  for  a  time  when  he  has 
nothing  on  his  mind  pressing  him  for  attention,  We  must  go  at.  a  time  when 
we  can  get  his  full  attention  so  as  to  get  our  story  across  to  him.  Leave 
the  time  entirely  up  to  him,  and  ask  him  for  at  least  two  days  of  his  time. 
Then  I  go  when  he  can  see  me0 

After  my  arrival,  my  next  move  is  to  sit  down  with  him,  give  him  one  copy 
of  the  digest,  and  then,  discuss  it  from  cover  to  cover,  pointing  out  facts 
and  trends,  and  pointing  out  that  this  is  an  actual  fact  as  a  result  of  their 
operations,  I  point  out  that  the  trends  are  not  in  the  right  direction. 

With  regard  to  the  feasibility  stedy  included  in  this  digest,  I  try  to  im¬ 
press  him  with  its  meaninge  After  all  other  documents  are  reviewed,  the 
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last  two  reviewed  are  Form  8lla  and  the  Progress  and  Goals  Chart,  I  review 
with  him  just  how  these  are  prepared  and  how  to  obtain  the  necessary  infor¬ 
mation, 

I  always  refrain  from  referring  to  any  critical  remarks  about  his  previous 
performance,  I  simply  endeavor  to  sell  this  digest  to  him.  We  have  to  sell 
him  on  doing  things  that  will  help  them  and  help  the  business  stay  finan¬ 
cially  sound,  I  try  to  answer  all  his  questions  as  we  progress  through  the 
digest* 

Then  we  come  to  the  final  point  of  the  problem  of  how  he  is  to  increase  his 
revenue  or  decrease  his  expenses.  By  that  time  he  has  become  interested  in 
this  enough  to  know  that  something  must  be  done,  I  ask  him  if  he  has  any 
plans  to  remedy  the  situation.  Generally,  he  will  say  that  he  has  not  had 
time  to  think  about  it,  and  that  he  will  have  to  have  more  time.  Now;  remem¬ 
ber,  the  more  the  manager  will  do  himself,  or  you  can  get  him  to  do  himself, 

the  more  interest  he  will  have  in  this.  Help  him  all  it  is  possible,  but 

help  him  to  help  himself.  As  a  rule,  when  he  has  no  plan,  I  offer  my  ser¬ 

vices,  It  is  at  this  point  that  you  change  from  the  presentation  of  the 
analysis  to  the  development  of  a  plan.  This  is  done  at  the  same  visit  if 
he  wants  my  help.  If  he  dees  not,  I  ask  him  when  the  plan  is  ready  to  let 
me  come  back  and  review  it  with  him  before  the  plan  is  released.  If  I  stay 
on  with  him  to  help  him  develop  his  plan,  generally  his  first  question  is, 
"where  do  we  start?” 


DETAILED  DEVELOPMENT  OF  REMEDIAL  PROGRAM  BY  BORROWER  AND  THE  OPERATIONS 
FIELD  REPRESENTATIVE  -  Earl  M.  Lynch 

Now,  during  our  review  of  the  digest,  we  make  notes  of  the  various  steps 
which  we  think  should  get  special  attention  or  should  be  reviewed  more 
thoroughly.  However,  when  the  manager  begins  to  ask  questions  and  show  a 
real  interest  in  working  out  this  remedial  plan,  the  first  thing  I  ask  to 
see  is  his  operating  budget.  In  most  cases,  his  operating  ratio  is  out  of 
line,  When  we  review  the  various  items  of  expense  we  find  that  there  appar¬ 
ently  is  no  control,  Money  is  being  spent  without  any,  or  very  little,  con¬ 
trol.  In  reviewing  the  budget  he  has  prepared  for  the  year  we  are  able  to 
find  out  what  type  of  plan  he  had  prepared.  You  know,  you  can  get  many 
things  from  the  review  of  the  budget,  For  instance,  how  well  is  he  using 
his  budget?  How  does  it  compare  with  its  actual  figures?  You  will  also 
come  up  with  an  operating  ratio  which  he  said  he  would  make  each  month,  Lhen 
you  look  at  the  actual  figures,  you  will  find  he  hasn*t  any  control  over  his 
budget. 

After  the  budget  is  reviewed  for  all  these  and  other  items,  we  go  from  that 
and  the  notes  he  has  made  to  trying  to  reduce  his  expenses.  We  next  look 
at  his  organizational  structure*  Vie  determine  the  number  of  key  positions 
in  the  organization  to  which  he  is  delegating  responsibility  and  authority 
to  make  decisions,  etc.  If  he  hasn*t  an  organization  chart  I  ask  him  to 
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make  a- sketch  of  his.  present  set-up.  It  won’t  take  so  long  if  he  is  .willing 
to  do  something,  about  his  situation,,  -;We  go  through  the  chart  to.  see  how  well 
he  has  control  over  this  organization,,  He  will  realize  from  going  over  this 
that  he  is  in  trouble.  After  this  general  reviev/,  we  move  from  this  to  a 
break  down  of  the . organizational  functions*-  .We  take  a  look  at  the  office 
organizational  set-up ,  the  work  delegated  to  employees,  the.,  number  of  activ¬ 
ities,  etc*  We  go  further  by.  looking  into  procedure  and  methods  used,  in  the 
office*  We  look  for  ways  to  reduce  expenses,.  We  look  for  overtime.  -—  how 
much  of  an  expense  is  this?  Is  it  excessive?  Could  it  be  avoided?  v, hen  w e 
are  finished  with  the  office  set-up,  we  move  to  the  outside  which  takes  into 
consideration : all  outside. functions  such  as  maintenance,  distribution,  and 
operations  expenses,  e.tc0  'We  want  tc  find  out  why  so. many  people  are  involved 
in. carrying  out  these  functions*  Where  can  it  be  reduced?  For  instance, 
let’s:  pick,  on  right-of-way  clearings.  How  much  has  .to  be  done?  How  much  has 
been, dons  already?  Find  cut  how  much . right- of -way  he  is  cutting,  and  what 
condition  it  is  in.  Do  they  have  a  planned  program?  Are  they  cutting  too 
much?.  .  Could  some  of  it  wait ,  or  is  some  of  it  unnecessary?  (We  explain 
that  right-of-way  cutting  expense  can  be  controlled  if  he  will  use  a  planned 
program*) '.  Changes  should.be  made  at  once  if  they  are  needed* •, 

The  operations  and  depreciation  item  of  expense  should  also  be  reviewed 
with- the. manager ,  ,.l: 

The  maintenance  of  his  automobiles,  trucks,  and  such  equipment  is  next  to 
be  gone  over*  How  much  is  he  doing  that  is  really  necessary?  How  much  just 
because  he  thinks  it  should  be  done? 

Sometimes  he  is  losing  by  charging  units  of. property  improperly  and  charging 
it  against  maintenance*  In  this  way  he  is  taking  it  out  of  his  pocket  twice 
when  it  should  only  be  taken  out  once* 

Hunt  for  every  item  that  can  be  improved  in  the  operation  of.  his  plant. 

Look  for  a  more  efficient  way  of  doing  it*  Check  on  new/  extensions  he  is 
building*  How  many  new  consumers  is  he  adding  per  month?  How  many  crews 
are  involved?  Then  go over  the  breakdown  of  expenses,  between  all  these* 

■How  well  is  the  flexibility- in  the  use  of  these  crews  carried  out  when  some 
portion  of  the  work  is  late?  Can  they  be  used  for  other  things? 

The  next  thing  to  look  into  is  the  inventory  of  materials.  What  does  it 
amount  to  in  money?  How  many  items  have  been  laying  around  for  months  and 
months?  •  What  is  the  prudence,  of  purchasing?  Who  does  the  buying?  Does  he 
buy  because  it  is  needed,  because  he  thinks  he  might  need  it,  or  what?  Look 
into  this  very  thoroughly* 

Look  into  his,  safety  programe  This  will  determine  how  well  he  is  operating 
and  how  well  he  is  trying  to  sustain  a  well  organized,  well  balanced  set-up. 

After  all  this  reviev/,  we  take  a  look  at  what  we  have  come  up  with,  and  try 
to  depend  on  the  manager  to  tell  us  what  to  do*  ,  We  want  him  to  tske  the 
initiative*  What  effort  is  he  making  to  sign  up  possible  consumers  close  to 
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the  existing:  lipes?  .  .Look' at,  the  delinquent  accounts. .  What  condition;  are, 
they  ■  in?  What  effort,  is  beings  made -to  collect,  them?  o: 

hext,  what  are.  we  doing,  to  build  load?.  This,  pf  course,  will,  be  based  on 
his  program  to  build  load „  If  he  has  a  program,  we  review  it-  We,:  must,.! 
remember  to  take  into  consideration  the  area  in  which  he;  serves ,  the  type 
of  people  he  serves  ,  the- mixture  of  agriculture  and  industry  that,  is  involved. 
What  is  done  depends  on  the  money  he  has  to  spend.  How  can  you  pay  unless 
you  increase  the  revenue?  Does  he  have  a  newsletter?  Is  it  a  good  one?  Try 
to  look  it  over  to, see  what  can  be  done  to  stimulate  load  building  through 
this  means ,  What  about  the.  appliance  dealers  in  this  area?  Could- they  be 
brought  into  the  plan  for  load  building?  Does  he  have  a  home  economist, : an 
agricultural  engineer,  an  education  advisor?  Who  makes  contacts  with  dealers? 
All  the  time  that  you  are  reviewing . these  things  with  him,  ,?  notes  are  being 
made.  ...  ......  ,  .. 

.  .  •■  •  •.  ;  .  _  ■  ;  ......  ;  .  ,  •  ......  ,(  ......  .  ' 

Another  thing  I  talk  to  him  about  is  his  power  supply.  Is  it  good,  or  could 

it  be  better?  What,  kind  of.  consumer,  relations  does  he  have?  W'e  must  rely 
^ on  him  for  this  information.  Check  on  his  system  study.  Is  it  active?'  Is 
he  doing  what  is  needed  as  required  by  it? 

Summing  this  all  up  we  come  up  with  whether  or  not  he  is  running  a  business 

with  no  controls  and  no  plans.  But  these  are  the  major  items  in  a  review  of 

this  type  which  I  go  over  with  the  manager.  After  reviewing  and  studying  all 
the  notes  made  during  the  discussion,  he  may  either  get  his  key  people  to¬ 
gether  and  make  out  the  charts,  or  he  may  request  me  to  come  back  to  help 
him  make  up  his  plan,  or  we  may  begin  on  it  right  away# 

Let  me  say  again,  I  make  sure  he  knows  I  did  not  come  to  criticize  him,  but 
that  I  came  to  help  him,  I  have  learned  that  nothing  can  be  accomplished 
with  these  people  unless  I  go  with  a  spirit  of  humility  so  that  I  get  his 
confidence  in  me,  I  don*t  want  to  put  him  in  a  bad  position.  You  must  make 
him  know  you  want  to  help  him. 

There  is  no  cut  and  dried  procedure  for  presenting  this  review  and  digest. 
Situations,  of  course,  vary.  But  you  must  not  go  as  a  brass  hat  from 
Washington.  You  have  to  sell  the  program,  and  it  is  hard  for  them  to  change 
their  methods  of  operation.  The  manager  has  to  remember  that  he  has  to  be 
big  enough  to  sell  his  product,  and  it  is  only  by  the  sale  of  it  that  he  can 
really  do  something  about  his  situation.  He  canst  just  make  excuses  for  not 
selling.  But  you  must  have  the  confidence  of  the  manager  in  order  to  accom¬ 
plish  the  job  that  must  be  done. 

After  he  has  filled  out  the  forms  and  I  have  reviewed  it  and  made  sure  it  is 
made  up  from  the  best  information  possible,  (and  you  know,  most  all  the  items 
of  expense  are  controllable),  after  the  plan  is  completed  I  tell  the  manager 
to  keep  one  copy  in  his  desk  where  he  can  go  over  it  from  time  to  time  so 
that  he  can  watch  his  progress.  I  suggest  he  put  one  copy  on  the  wall  so 
that  those  interested  will  have  the  opportunity  to  see  it.  One  copy  is  for¬ 
warded  to  Washington,  and  I  keep  a  copy. 
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After  the  plan  has  been  worked  up  and  put  into  effect,  I -go  with  the  manager 
to  a  board  meeting  to  try  and  explain  this  to  the  board  so  that  they  will 
understand  it  better.  If  we  get  the  story  over  to  them,  most  of  them  are 
willing  to  go  along  with  it.  I  present  to  them  just  what  has  happened)  and 
I  tell  them  of  the  projects  that  have  been  established  by  the  manager  to 
remedy  the  situation *  However,  we  do  not  go  to  the  board  until  the  manager 
has  a  plan.  We  do  not  want  the  board  to  get  suspicious  that  the  thing  is 
about  to  go  on  the  rocks. 

Another  thing  I  am  sure  you  will  find,  and  that  is  this:  The  more  key 
people  the  manager  pulls  in  to  help  work  out  the  plan,  the  more  they  will 
endeavor  to  really  work  on  it  and  put  it  into  operation. 

When  you  go  to  the  board  to  explain  the  remedial  plan,  try  to  explain  what 
was  done  to  reach  certain  decisions.  Going  to  the  board  after  the  plan  has 
been  reached  helps  to  unite  the  board  and  the  manager. 

You  see,  everything  depends  on  timing.  There  is  a  time  for  everything,  and 
things  like  this  must  be  presented  at  the  right  time  for  them  to  accept  it. 


-  23  - 


VtMA.NAQ£M5NT  EVALUATION  Q>7  mD  HJILPXMG”  -  Frank  yw  Turney 

Several  months  ago  we  were  requested  to  help  in  developing  ,a  method  of  • 
measuring  the  effectiveness  of  a  co-op's  power  use  program*  Vue  have  given 
the  problem  a  great,  .deal  of  study  and  have  prepared-a  measuring,  procedure 
that  we  believe  is  one  way  of  evaluating  the  re, suits  obtained  from.  the. 
power  use  program.  Thp  evaluation . method  is  not  concerned  vvith  the  .'’right¬ 
ness",  or  '''wrongness",  of  the  particular  power  use  program  installed,  by  this 
cooperative  *  .It  is  strictly,  confined  .  to  measuring  the  financial  results  of 
the  present  program.  Although  we  believe  that -  this -method • of  evaluation 
shows  some  merit,  it  is  not  ready  for  general  distribution  to  all  coopera¬ 
tives,  yet.  It  is.  being,  used  only  on  a  trial  basis,.  After  additional  study, 
checking,  and  simplification,. :we  hope  to  be  able  to  present  it  .for  .use. by 
any  cooperative  to  evaluate  the  results  of. their  power  use .program, . 

This  method  not.  only  measures  the,  results  of  the  increased  expenditures 
for  power  use,  ,  but  measures  the  increase  obtained  by  the  total  power  use 
expense.  This  same  procedure  oan  be -used  to  measure  the  results  of  any  type 
power  use  program.  This  is  demonstrated  on  chart  No,  3  by  observing  the 
correlation,  between  power  use  expense  and  kwh  consumption  during  -19k9 >  1950, 
1951  .and  195.2®  Basically,  our  problem  is  to  compare  the  revenue  increase 
attributed  to  the  program  with  the  cost  of  the  .program*  The  approach. to  the 
problem  is  as.  .shown  on.  chart  No,  1.  /This 'is  an  over-simplification  of  the 
process  we  are  going  tQ  use.  If  you  Will  note>  .first. we  subtract  the-  normal 
revenue  from  the  actual  revenue.  .The  actual  revenue  will  be  that  shown  on 
the  operating  report  for  thq  month  being  measured.  The  normal  revenue  is 
the  kilowatt-hour  value  for  the  same  month  shown  on  our  projection  and  in 
kilowatt  hours  on  chart  No,  2..  .The  result  of  this  subtraction  leaves  us 
the  increase -of  revenue  expressed  in  kilowatt  hours.  Now. we  have  to.  sub¬ 
tract  the  costs  of  doing  business.  First,  the  cost  of  power,'- this  leaving 
the  revenue,  less,  power.  Then  the  labor  .and  other  miscellaneous  costs  of 
the  program  are  subtracted,.  Whatever  is  left  here  is  the  net  revenue  in 
dollars  and  cents  creditable  to  the  power  use  program.  . 

The  first  thing  we  had  to  do  in  approaching  .this  problem  was  to  determine 
what -the,, normal  revenue  would  be  over  future  months..  We  know  what  the- 
actual  income, is  each  month  directly  from  the  operating  report.  Chart 
No.  ,3  is  an  explanation  and  a  picture  of  how  we  arrived  at  what  this  normal 
revenue  would  be.  •  This  is.  the  .chart  ,of  average  kilowatt  consumption  for 
farm  and  nonfarm  consumers,  draw.n  opposite  a  line  .constituting  the  total 
power  use  expense,  of  the  .program.  First,,  look  only  at  line  A.  This  is 
.the  actual  monthly  kwh  consumption  for  195b  through  June  1953®  "The  heavy 
curved  line^  through  the.  center,  line,  C,  ,is  the  yearly  average,  or  mean 
consumption  line  through  the  history  and  1953®  This  line  C  is  then  projected 
op  through  .195bp  if  you  will  note. -the  figures  across  the  top,  they  are  the 
yearly  averages,  of  this  heavy,  mean,  or  average  consumption  line.  This  chart 
is  drawn  in  this-  mapner  to  give  a  direct  comparison  between  the  power  use 
expense  by  the  month,  and  the  actual  average  kilowatt  hour  consumption  by 
the.  month.  The  history  studied  wap  started-  in  1956.  Due  to  the  fact  that 
,1957  and  before,  the  economic  condition  in.  the,  territory  possibly  was  not 


-  2h  - 


conducive  to  averages',  and  also  being  too  far  in  the  past  for  accurate  study 
of  figures  to  use  today,  so  this  study  is  based  on  the  five  years,  1958 
through  1953® 

First,  let  us  compare  the  power  use  expense  1958  through  June  1950,  which 
is  approximately  Vl>500  per  month,  with  the  kwh  consumption  through  the  same 
period,  A  study  of  line  D  and  line  E  in  relation  to  Line  A  and  C,  which  is 
a  comparison  of  peaks  and  valleys  of  actual  experience  to  yearly  averages  of 
actual  experience,  reveals  an  annual  increase  in  kwh  consumption  of  approxi¬ 
mately  5  percent  per  year. 

Using  the  same  principle  of  comparison  for  the  period  July  1950  through 
June  1953,  the  trend  of  increase  improved  to  7«1  percent  per  year  1950 
through  1952,  and  to  9»3  percent  per  year  1952  to  June  1953,  with  the  power 
use  expense  increasing  to  an  average  of  approximately  ,1000  per  month.  This 
1953  measurement  is  taken  from  the  peak  of  August  1952  to  the  peak  of  July 
1953,  This  1953  July  figure  is  used  to  measure  this  increase  because  this 
is  the  last  month  prior  to  the  start  of  the  stepped-up  power  use  brogram 
that  prompted  this  measuring  activity.  The  indications  here  of  a  study  of 
lines  F,  G  and  H  are  that  the  consumption  is  rising  on  an  increased  ratio, 
even  before  the  stepped-up  power  use  program  went  into  effect.  Possibly 
this  is  due  to  an  accumulative  effect  of  the  power  use  expense  over  the  past 
approximately  3f  years 0  be  did  not  believe  it  equitable  to  establish  a  pro¬ 
jection  based  on  this  increased  rising  trend  of  kwh  consumption  because  of 
some  of  the  unknown  factors  of  why  this  July  1953  peak  reached  106,  After 
studying  the  trends  for  the  past  five  years,  it  was  determined  that  a  more 
factual  increase  to  use  in  the  projection  would  be  the  8,1  percent,  or  an 
average  of  the  7,1  and  9*3  experienced  during  1951,  1952,  and  1953,  This 
would  take  into  consideration  any  abnormalities  experienced  in  arriving  at 
this  106  average  for  July  1953,  and  possibly  consider  any  recession  periods 
that  might  occur  in  the  future.  The  line  B  is  a  projection  of  monthly  kwh 
consumption,  The  values  of  this  monthly  projection  are  listed  in  table  form 
number  2.  This  table  will  be  used  in  computing  net  earnings  later  on.  Using 
this  801,  then  line  B  is  a  projection  through  five  years  estimating  the 
actual  monthly  kwh  consumption  for  farm  and  nonfarm  consumers.  This  line  B 
is  revealing  from  another  angle.  Following  it  on  through,  we  notice  that 
the  average  for  the  year  1958  is  128,3  kilowatt  hours.  The  feasibility'  study 
for  this  co-op  at  the  time  of  the  last  loan  indicated  that  the  •  average ■ kwh 
consumption  for  1958  should  be  155,  to  establish  feasibility.  The  peak  in 
July  1958  reaches  155,  but  the  average  for  the' year  remains  at  128,3  or 
approximately  26  kilowatt  hours  shorto  This  is  a  clear  indication  of  the 
need  for  a  stepped-up  power  use  program  to  increase  the  consumption  to  the 
point  that  it  will  reach  or  exceed  feasibility  in  the  future. 

You  will  note  that  lines  A  and  B  separate  at  mid-1953  with  actual  experience 
being  recorded  through  December  1953  by  line  A,  This  actual  experience  line  A 
shows  the  added  consumption  above  the  projected  consumption  line  B.  The  dis¬ 
tance  between  line  A  and  B  in  kwh  is  the  actual  results  that  we  are  measuring 
and  is  the  basis  of  this  entire  study,  be  are  converting  this  distance 
between  line  A  and  line  3,  which  is  shown  in  average  kilowatt  hour  consump¬ 
tion  into  dollars  and  cents,  to  balance  against  the  total  power  use  expense, 
for  a  net  gain  or  loss  of  the  power  use  program. 
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Not  that  the  study,  is  completed  and  the  trend  of  •  our  available-  kilowatt  hour 
consumption  has  been  established,  we  are  ready  to  convert  this  gain  to  dol¬ 
lars  .and  cents;  and  compare-  with  the  cost  of  the  program,  '  Chart  I'lo*.  5  is  the 
formula  for  doing  this  with  an  example  worked  out  using  November  1953* 

A verage.. kvh -consumption^ -charts  for  farm  and  nonfarm  usage  covering  1953  and 
19 5^  a?o  the  next  we  will  look  at.  The  green  bars  are  a  duplicate  of  the 
kilowatt  hour  projection  shown  as  line  B  on  chart  No,  '3,  The  average  kilo** 
watt  hour  consumption  chart  for  1953  has  the  actual  experience  increase 
colored  in,  in  red  above  the  green  bars.  This  distance  indicated' in  red  is 
the  difference  between  the  actual  kwh  consumption  and  the  estimated  consump¬ 
tion,  which  gives  us  the  average  kwh  consumption  creditable  to  the  power  use 
program*  .The  small . charts  below  are  the  actual  net  results  in  dollars  and 
cents .of  the  power  use. program  for  this  particular  co-op*  If  you  will  note 
the  example  on  chart  No*'  5,  the  actual  computations  of  arriving  at  these 
dollars  and  cents  are  shown  in  detail.  First,  the  actual  power ‘use. expense 
is  determined  by  a  close  scrutiny  of  the  charges  made  to  this  account  to 
determine  tnat  they  are  all  applicable  to  power  use  expense.  Then  the  second 
phase  of  the  example,  the  determining  of  the  gross  revenue.  .  First  the  number 
of  kilowatt  hours  sold. is  determined  by  adding  the  total  farm. and  total  non¬ 
farm  kwh  soldo  Next,  the  number  of  consumers  is  determined  in  the  same  way 
by  adding  the  total  farm  and  nonfarm  consumers*  Step  No*  3  divides  the  total 
farm  and  ncnfarm  kWh  sold  by  the  farm  and  nonfarm  consumers  billed  for  an 
average  kwh  consumption*.  Step  No.  U  subtracts  the  normal  kwh  projection 
taken  from  chart  No.  2  from  this  actual  average  kwh  consumption,  leaving  the 
increase  kwh  creditable  to  the  power  use  activities*  In  step  No,'  5  the 
total  farm  and  nonfarm  consumers  billed  is  multiplied  by  this  increase  kwh 
to  give  us  the  total  kwh  increase  sold.  Step  No*  6  determines  the  revenue 
per  kilowatt  sold  by  dividing  the  total  electric  energy  revenue  by  .the  total 
number  of  kilowatt  hours  sola  >  Then  we  multiply  the  total'  kwh  increase  by 
this,  revenue  per.  kilowatt  to  find  our  total  gross  dollar  value  of  the  increase 
kwh  sold*  Step  No,.  7  determines  the- cost  of  power  per  kilowatt  hour  sold  by 
dividing  the  total  cost  of  power  by  the  total  number  of  kilowatt  hours  sold. 
Now  we  subtract  this  cost  of  power  from  the  gross  revenue,  leaving  the  gross 
revenue  of  the  program*  Now  this  balance  has  the  total  power  use  expense 
subtracted,  leaving  the  net  figure  in  dollars  and  cents  that  is  the  net  result 
of  the  power  use  program*  ;.  You  will  note  Chart  U  is  displayed  but  has  not 
been  used  in  these  computations*  Chart  h  is  a  revenue-determining  process 
for  use, in  estimating  future  revenues.  This  curve  is  computed  for  each 
individual  cooperative  and  is  valuable  for  an  accurate  estimation  when  pro¬ 
jection  of  future  revenues  are  being  made.  • 

They  express  the  development  and  use  of  this  method  as  far ‘as  we  have  pro¬ 
gressed  with  .its  development,  Ve  plan 'to  continue  research  and  study  of 
various  co-ops  in  different  categories  to  eventually  develop  a  package  that 
can  be  given  to  field  people  or  cooperatives  to  use  as  an  accurate  method  of 
evaluating  the  results  of  their  power  use  program*  If  there  are  any  ques¬ 
tions,  I  will  try  to  answer  them.  If  there  are  any  suggestions  or  criti¬ 
cisms,  I  would  like  to  hear  them. 
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SUMMARY  OF.  GROUP  DISCUSSION  AT  CONCLUSION  OF  MR.  TURNEY’S  TALK: 

Mr*  Strong:  Is  this  particular  cooperative  in  the  cottoh  area?  (The 
answer  was  yes. )  It  would  seem  that  it  would  reflect  Itself  to  some  degree 
in  the  charts  you  have  there.  The  first  big  bulge  there  would  to  some 
extent  represent  their  ability  to  buy  at  that  particular  time,  I  would  think* 
It  is  quite  possible  that  the  buying  urge  was  stimulated  by  the  program  at 
that  time  when  the  program  just  started. 

Mr.  Bradley:  There  is  also  quite  a  bit  of  dairying  done  in  that  area  too, 
which  is  a  year-round  activity,  but  cotton  is  their  greatest  product, 

Mr.  Strongs  Lie  must  keep  in  mind  this  represents  the  experience  of  just  ode 
cooperative  under  a  stepped-up  power  use  program  in  contrast  with  what  might 
have  happened  under  a  normal  power  use  program.  There  would  have  to  be  some 
means  of  working  this  out  and  relating  it  to  the  norm  for  other  cooperatives 
that  might  want  to  use  it. 

Mr*  Turney:  I  think  that  with  some  further  study  and  more  cooperatives 
getting  interested  ih.it,  we  can  develop  a  better  package  program  that  can, 
be  easily  adapted  to  almost  any  cooperative. 

Mr,  Strong:  I  think  this  underscores  the  desirability  of  developing  a  pro¬ 
gram  of  joint  effort  between  the  various  segments  of  industry  ana  the  manu¬ 
facturing  end  of  it,  because  by  combining  those  we  are  taking  the  maximum 
dollar  power  and  impact  that  would  not  be  available  to  any  of  these  alone. 

Question:  Just  what  do  you  mean  by  a  stepped-up  program? 

Mr.  Turney:  Well,  for  instance,  this  particular  cooperative  hired  its  first 
electrification  advisor  in  19U8„  Then  they  hired  a  home  econbmist .  Now  they 
have  many  home  advisors*  So  far,  by  measuring  their  power  use  program  on 
this  basis  it  shows  quite  a  total  gain*  However,  we  have  only  measured  it  V 
financially,  not  as  to  whether  it  is  right  or  -wrong.  It  is  strictly  analyti¬ 
cal  and  we  are  making  no  recommendations  on  it  at  this  time, 

Mr,  Colbert?  There  is  an  activity  being  carried  on  at  Alabama  22  in' the 
form  of  a  sales  contest.  The  manager  enlisted  the  help  of  all  the  dealers, 
and  AlOOoOO  prize  is  being  given  each  month  to  the  salesman  who  sells  the 
most  of  seven  different  appliances.  It  may  be  that  this  idea  could  be  used 
on  other  cooperatives  also, 

Mr,  Strong:  Perhaps  you  might  be  interested  in  the  personnel  of  the  power 
use  committee  appointed  in  Chicago  by  the  several  groups.  To  me,  it  indi¬ 
cates  the  degree  of  interest  shown  and  the  possibilities  that  can  be  worked 
out.  The  names  of  the  representatives  are: 
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Electric  Equipment  Industry:  , 

"William  Saylor,  Nash-Kelvinator 
James  Cobb,  Frigidaire 

Joseph  Rushtop,  Frigidaire  ......  . ..  ... 

H.  H*  Watson,  General . Electric 

•  A. .  H,  Hemker,  General  Electric  .  .  *. 

R«  G«  French,:  Steber  Manufacturing  Co»  ■ 

Rural  Ele ctric- •  Sy, steps ; : 

Oliver  Kimbrough,  Farmers  Electric  Cooperative,  Clovis,  New  Mexico 
Virgil  Herriott,  Sioux  Valley  Empire..  Electric.  Association,  Colman,  S.  D. 
.William.- Crisp,  Tarheel  Electric-  Membership  Association,  Raleigh,  N».  C*  . 

J« ■  K>  Smith,  Kentucky  Rural  Electric  Cooperative,  Louisville, . Kentucky 
Harry  Oswald,  Arkansas  State  Electric  Cooperative,,  Inc.,  Little  Rock,  Ark, 
Harvey -Schermerhorn,  Wisconsin  Electric  Cooperative,  Tola,  Wisconsin 

Commercial  Power,.  Companies^.  . 

E,  C.  Easter,  Vice  President,  Alabama  Power  Co,,  Birmingham 

R.  McClure,  Vice  President,  Kansas  Power  &  Light  Co.,  Lawrence 

J»  A  I  Busch,.  Vice- President.,  Northern  States  Power  Company  of  Minneapolis 


Wade  Edmunds,  Chief,  Northern  Region,  REA  ..  "  . 

William  Callaway,  Chief,  Southern  Region,  REA 
Andrew  McLay,  Information  Services  Division,  REA 
Richard  Ac  Dell,  Head,  Electric  Farming  Staff,  REA 

A  temporary  steering  commit, tee  was  selected  also,  and  its  members  are: 
William  Saylor,  Oliver  Kimbrough,  J,  Ke  Smith,  R,  W0  McClure,  and  Joseph  A. 
Busch o  I  am  to  serve  as  chairman  of  the  committee  in  a  non- voting  capacity) 
and  Russell  Gingles,  NEMA,  also  a  non- voting  member,  will  act  as  secretary. 


The  steering  committee?s  first  meeting  will  be  in  May,  at  which  time  the 
thoughts,  ideas,  recommendations,  etc* ,  that  we  have  been  able  to  come  up 
with  in  the  meantime  will  be  gone  over  and  discussed.  It  will  involve 
thoughts,  ideas  and  recommendations  from  the  represented  organizations 
regarding  advertising,  direct  contact,  dealer  contact,  joint  participation 
campaigns,  and  the  like0  It  is  the  aim  of  this  group  to  bring  into  play 
as  soon  as  possible  a  complete  nation-wide  power  use,  or  sales  promotion, 
campaign,,  We  believe  that  among  the  manufacturers  we  will  have  at  our 
disposal  the  combined  experience  and  ability  of  some  of  the  biggest  adver¬ 
tising  and  promotion  agencies  in  the  nation. 

Mr#  Coon:  It  seems  we  have  given  over-emphasis  to  appliances  rather  than 
getting  power  on  the  farm  to  increase  the  use  out  on  the  farm. 

Mr,  Turney:  I  think  that  is  because,  at  the  present  time,  more  power  is 
used  in  the  home  than  outside. 
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Mr.  Bradley;  I  heard  a  discussion  on  this.  They  said  the  rural  market  has 
been  neglected  because  of  lack  of  dealers,  and  lack  of  service  to  the 
appliance  after  it  has  been  sold, 

Mr*  Strong;  That  was  one  of  the  items  discussed  at  Chicago  by  the  manufac¬ 
turing  people  in  their  separate  group  meetings,  The  consensus  was  that' 
cost-cutting  farm  equipment,  economically  operated,  had  as  important  a  part 
to  play  as  did  the  appliances.  As  the  cost  reduction  appliances  go  into 
operation,  people  will  buy  more  of  the  house  appliances.  We  are  trying  to 
get  the  people  who  have  a  stake  in  the  labor  saving  electrical  devices  on 
the  farm  itself  to  become  more  interested  in  this. 

The  Section  V  history  has  not  been  too  encouraging.  Many  cooperatives  did 
not  carry  through  with  it  when  they  got  the  money#  A  Section  V  loan,  when 
properly  made  and  utilized,  is  the  best  loan  REA  can  make.  It  helps'  to  pro¬ 
tect  the  security  of  the  Section  IV  loans  already  made,  t'  e  are  putting  a 
general  limit  of  a50 , OCO  on  any  one  Section  V  loan.  If  it  is  hard  to  get, 
they  will  want  it  more,  and  try  to  get  it.  Section  V  money  can  be  of  tre¬ 
mendous  help  to  cooperatives  and  to  us.  There  is  no  inclination  on  our  part 
to  hold  back  on  the  use  of  that  money,  but  we  would  like  to  see  the  coopera¬ 
tives  make  a  reasonable  effort  to  get  this  type  of  money  in  their  own  area. 
If  they  can  get  it'  out  there,  well  and  good;  let  them  get  it.  But  if  they 
can't  get  it,  and  in  most  instances  they  can5t  due  to  high  interest  rates, 
we  won't  have  any  objections  to  the  loan  if  they  are  really  going  to  use  it. 
They  can  come  back  as  often  as  they  want  if  they  will  use  it0  However,  they 
must  justify  their  need  for  it.  If  they  can  show  they  really  need  more  than 
i;p5Q>000,  we  can  be  sure  they  will  get  itfcc 


i 
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SUMMARY  OF  DISCUSSION  ON  -POWER  USE  AND-  MEMBER  EDUCATION  —  Clifton  J.  Bradley 


The  cooperative  was  likened  to  a  farmer  with  four'  fields.  '  In  the  case  of 
the  cooperative,  the  first  field  is  the 'engineering  and  ;  construction 5  the" 
second  is  operations  and  maintenance  of  the  physical  plant;  the  third,  col-  > 
lections,  accounting,  budgeting,  personnel,  etc.;  and  the  fourth  field,  that 
of  member  education  and  power  use  or  load  building.  The  fourth  field  is 
the  one  that  has  been  neglected  and  is  the  one'  that  must 'be  cultivated  by 
cooperatives  in  order  that  they  may  be  strong. 

It  was'  brought  out  in  the  discussion  that  much  of  the  difficulties  in  'this 
field  go  back  to  the  early  program  in  which  REA  urged  borrowers* *  employment 
of  electrification  advisers.  At  that  time  the  emphasis  was  placed  on  employ¬ 
ing  the  worker  and  not  on  getting  the  job  done.  In  many  instances  young 
agricultural  engineers  and/or  home  economists  were  employed' as  electrifica¬ 
tion  advisors  and  they  had  only  the  haziest  idea  what  their,  responsibilities 
were  or  how  to  tackle- thems  Likewise,  the  cooperatives*  managers  were  not 
qualified  to  give  the  necessary  direction  to  the  work.  As  a  result,  many 
so-called  pOwer  use  programs  of  individual  cooperatives  were  non-productive 
and  were  dropped  by  the  boards  of  directors. 

The  immediate  need  is  for  an  aggressive  sales  promotion  approach  to  the  power 
use  program. 


1953  Over  1952  Percentage  Increase  of-  KWH 


Average  Per  Member 

Georgia  12. £ 

Alabama  12.0 

Kentucky  ’  11.2 

Mississippi  8.6 

Tennessee  7.6 

•  •  •*•  •  r 

South  Carolina  6.7 

6.7 


Total 

South  Carolina  60.3 
Kentucky  20.5 
Florida  20.5 
Georgia  •  18.2 
Mississippi  16.2 
Alabama  ’  13.3 
Tennessee 


Florida 


13.1 
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PEGnTBEEIEG  SURVEY  OF  LOAN  SECURITY  'BOBEOWSES  -  Geo,  H.  .Cole 


As  a  preface,  he  stated  that  in  order  to  accomplish  our  responsibilities  - 
to  the  fullest  extent,  we  should  exercise  good  salesmanship,  pond  that  we 
should  not  expect  many  immediate,  sales .  since  it  will  take  selling',  buy¬ 
ing,  persistence  and  patience  to  reap  good  results.  ..  . 

Mr.  Cole  reviewed  briefly  the  two  types  of  engineering  surveys  Of  loan 
security  borrowers:  , 

A.  Brief 1  General  Inspection  Survey:  It' was  explained  that  the  field 
engineer  would  be  responsible  for  making  a  brief  general  inspec¬ 
tion  of  each  borrower's  system  as  outlined  in  Staff  Instruction 
161-1R1,  The  preparation  of  a  schedule  for  making . the  Periodic' 
Surveys  was  a  matter  for  the  field  engineer  to  develop.--  If  the 
field  engineer  determines  through  the  brief  inspection  that  the 
system  is  in- a  condition  which  will  require  more  thorough  in¬ 
spection,  the  matter  should  be  discussed  with  the  manager  rela¬ 
tive  to  making  a  special  comprehensive  inspection  and  detailed 
survey. 

B •.  Special  Comprehensive  Inspection  and  Detailed  Appraisal ;  The 
CPE  will  be  notified  of  a  borrower  selected  in  accordance  with 
EEA  Staff  Instruction  161-1 El  that  has  problems  which  may  en¬ 
danger  the  security  of  the  EEA  loan  as  well  ns  the  proper  opera¬ 
tion  of  the  system  and  he  will  be  responsible  for  discussing 
the  matter  with  the  manager  and,  if  necessary,  with  the  beard 
of  directors.  The  CPE  may  call  on  the  field  engineer  for  assis¬ 
tance. 

The  area  office  at  the  same  time  will  notify  the  field  engineer 
relative  to  the  system  being  considered  a- security  risk  borrower 
and  he  will  be  responsible  for  conducting  a.  special  comprehen¬ 
sive  inspection  and  detailed  appraisal  in  accordance  with  Staff 
Instruction  161-1B1.  The  field  engineer  may  call  on  the  OPE  for 
.  assistance.  The  field  engineer  shall  not  proceed  with  the  sur¬ 
vey  prior  to  the  CPE’s  discussion  of  the  matter  with  the  board. 

\ 

It  was  requested  that  the  CPE  and  the  field  engineer  endeavor 
to  develop  a  schedule  showing: 

1.  Total  dollar  amount  of  maintenance  necessary. 

2.  Total  time  required  for  all  maintenance  work. 

3.  Specific  work  for  each  year  and  its  dollar  value. 

Mr.  Cole  stressed  the  fact  that  we  should  not  let  the  borrowers  know  that 
they  are  classified  as  problem  type  borrowers. 
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FIELD  ENGDIS5RS’  RESPONSIBILITY  WITH-  LOAN  'SECURITY  BORROWERS  ~  BRIEF 

G-K ;  ±j  R,  1L  ID  SPB  CT I  (IT  -  James  B  e  Davis  ‘  • 

In  the  prohlem  of 'putting  over  the  TC&M  surveys,  salesmanship  is  really 
involved,  I  understand  that  the  reports  we  make  after  the  general  surveys 
are  made  are  sometimes  used  hy  the  OFR  in  their  later  work  with  the 
■borrower,  I  would  like  to  discuss  what  we  do  in  making  the;  report. 

This  is  a  general  survey,  and  the  scheduling'  of  a  general  survey  is  done 
hy  the  field  engineer,.  In  the  Southeast  Area  we  have  been  furnished  with 
a  list  of  borrowers  arranged  in  accordance  with'  the  DSER,  The  theory  is^ 
that  we  are  to  start  with  the  ones  with  the  lowest  percentage  of  DSER,, 
and  proceed  to  the  highest  percentage.  Occasionally,  however,  we  get  a 
request  from  someone  in  between,  and  we  put  forth  a  special  effort  to 
take  care  of.  this  as  soon  as  possible, 

.  ’  '■  "  ■  .  f  ... 

In  arranging  for  a  survey,  we  try 'to  contact  the  manager  personally  and 
set  up  a  satisfactory  time  for  it.  Regardless  of  the  approach  used,  we 
ask  the  borrower  to  furnish  certain  information  such  as  the  following: 
an  up-to-date  map  of  the  system' showing  the  location  of  the  lines,  sec— 
tionalizing  points,  substations,  etc.  We  would  like  the  map  marked  off 
in  areas  by  age  groups.  It  is  prettyhard  to  get  this  at  times.  If 
there  are  any  old  lines,  we  would  like  to  know  about  it.  We- ask  for  a 
summary  of  outage  hours  per  consumer  per  year,  but  generally,  we  don’t 
have  much  luck  on  this.  Most  borrowers  have  outage  records,  but  not  by 
consumer.  Most  borrowers  that  I  have  made  surveys  for  say  that  this 
summary  is  a  waste  of  time  as  they  don’t  use  it.'  I  have  tr.ied  very  hard 
to  sell,  the  idea  of  developing  the  outage  record  on  a  consumer  basis  as 
in  this  .way  the  record  would  prove  very  helpful.  I  ask  .the  borrower  to 
supply  voltage  charts  taken  at  the  substation  and  at  the  end  of  fee  line. 

In  this  way  you  get  a  pretty  fair  picture  of  the  voltage  conditions  through¬ 
out  the  system.  I  also  ask  for  a  brief  summary  of  their  ope  rations  and 
maintenance  records  for  the  past  two  years'  and  what  they  plan  to  do  in 
the  next  two  years.  Most  borrowers  have  been  very  cooperative. 

As  far  as  the ' inspection  of  the  physical  pliant  is  concerned,  I  try  to 
spend  two,  three  or  four  days  in  inspection  of  fee  nutside  plant,  and  I 
try  to  get,  the  manager  to  go  along  with  me.  In  every  case  where  the 
manager  has  gone  with  me,  he  has  said  it  wa's  very  well  worth  while,  but 
it  is  not  always,  possible  to  get  the  manager  to  g'o.  If  you  can’t,  try 
to  get  the  engineer  or  the  operating  superintendent  to  go.  While  look¬ 
ing  the  lines  over  from  a.  general  viewpoint,  I  suggest  to  the  operating 
superintendent  or  the  engineer  that  they  may  want  to  make  notes  on  things 
they  see  or  things  we  talk  of  that  need  to  be  taken  care  of  in  -the  immedi¬ 
ate  future.  It  is  really  surprising  the’  amount  of  notes  they  come  back 
with. 

After  going  over  the  physical  plant  we  review  with  the  manager  and/or 
the  engineer  the  operating  records  of  the  cooperative.  This  is  where  we 
find  one  of  our  greatest  weaknesses.  The  borrowers  just  don’t  have  the 
kind  of  operating  records  that  are  required  to  do  a  good  job. 
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I  would  like  to  also  mention  the  reception  we  are  getting  from  the  mana¬ 
gers,  r  made  a  survey  not  long-  ago  at-  a.  cooperative ,  and  when  I  went 
there  the  manager  was  rather  lukewarm.  But  after  the  survey  was  made  he 
really  got  interested  in  it.  He  asked,  "based  on  the  percentage  of  miles 
of  road  on.  the.  system,  what  would  he  the  condition  of  the  overall  system. 

We.  came  up  with  a  figure  of  overall  maintenance  of  things  that  should  he 
done,.  I  .suggested  he.  and  his  .superintendent  figure  the  cost  'out  as  to 
what.,  it  y/ould  cost  to  take  care  of  the  things  that  were  wrong.  After  find¬ 
ing  out  the  cost,  they  started  making  plans  as  to  how  they  could  go  about 
it  most  economically.  He  requested  that  I  come  hack  in  about  nine  months’ 
to  a  year'  s  time  to  help  him  evaluate  the  corrections  and  what  they  had 
done.  ,  I  don’t  think  there  will  he  any  more  trouble  with  this  particular 
manager. 

However,^  I  made  another  survey  after  that,  then  went  with  the  OHR  to  re¬ 
view  it  with  the  manager.  The  manager  agreed  with  everything  we  brought 
to  his  attention.  He  stated  he  would  take  immediate  action  to  start ‘pro¬ 
cedures  to  correct  the  things  we  had  found,  and  would  start  operating  re¬ 
ports  we  requested  he  install,  I  was  over  there  about  two  weeks  ago  and 
.found  everything  just  like  it  was  when  I  left,  Nothing  had  been  done. 

This  just  shows  the. types  of  reception  we  get. 

Now  I  would  like  to  summarise  some. of  the  responsibilities  of  the  field 

engineers  pertaining  to,  general  TQ&M  surveys: 

*  ' 

?  r  t  •  ■  ,  . 

1.  To  assist  the  borrower  in  determining  the  physical  condition  of 
the  system  and  the  quality  of  service  being  received  by  its 

,  members,  —  To  advise  EE.A  of  this, 

2.  To  assist  the  borrower  in  formulating  definite  plans  and  work 
programs  (not  just  detailed  cost  estimates)  to  put  the  system 
in.  good  .physical  condition,  . 

3.  To  review  with  the  borrower  its  operating  practices  arid  pro¬ 
cedures,  and  to  recommend  changes  and/or  additions  that  will 
lead  to  more  efficient  operations,  thus  avoiding  financial 
difficulties  arising. from  improper  construction,  operations, 
and  maintenance, 

4,.  To  recommend  establishing  of  operating  records  that, will  en¬ 
able  management  to  appraise  conditions  existing  on  the  system, 

•  and  that  will  indicate  when  and  where  corrective  action  should 
be  taken. 

...  •  -  .  t 

The  above  action  by  field  engineers  shoul d  tend  to  keep  some  of  the 
borrowers  from  becoming  problem  borrowers. 
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SUMMARY  ,0F  -GROUP .  -PI  SOTS  SI  (M  AT  CONCLUSION  OF  MR.  DAVIS1  TALK 


Mr.  Lynch:  In  the  first  example  you  pointed  out  regarding  the  manager1 s 
attitude  and  the  money  involved,  do  you  take  a  look  at  the  operating  .hud*' 
get  he  prepares  to  see  how  much  money., he -Is  spending  .already,  and  if  he 
can  afford  to  spend  it? 

Mr.  Davis:  I  cover  all  that  in  my  report 

According  to  Staff  Instruction  161 -1R1,  the  field  engineers5  report  shall 
include  estimates  of  the  .annual  costs,  f  or  the  next  . .two  years  of  operations, 
maintenance,  replacements  and  improvement  of  service: 

•  1Q  That  would  place  all  items  on  SEA  Eorm  300  in  "Good”  or  better 
than  ''Good15  condition. 

3.  That  are  planned  for  actual  accomplishment  on  a  scheduled 
basis.  •  ..  •  ...  •  , 

.  • .  .  .  . <  '  *  » 

nt  this  point  Mr.  McCombs  told  how  his  office  was  able  to  use  a  general 
survey  in  helping  out  a.. .problem  .borrower  .is  his  Swctioas  Ke  said  he 
thought  the  field  people  would  like  to  know  thnt  the  Washington  people  do 
follow  through  on  these  reports.  .  • 

t 

Mr. -Davis:  It  is  my  .understanding.,  that  the  CEE.  dogsn5 1  participate  at 
all  in  making  the  general  survey,.  If  .the  general  survey  reveals  that  there 
is  a  real  problem,  we  go  into  a.  comprehensive  survey,  and  the  OER  is  brought 
into  .that.  In  the., past,  on  a  general  survey , -I,  have  only  given,  its  de¬ 
tails.  to  the  board  when  requested  to  do  so  by  the  manager. ■  Some  request 
this,  and  some,  do  not.  .  .».•  ..  .. 

Mr.  Cole:  The  general  survey  is  required  on  .all  systems  on  a  periodic 
basis  to  let  .ESA  know  the  existing  condition  of  .the  borrower.  We  c»n5t 
follow  a  definite  time . schedule  in  making  these  surveys,  but  we  will  try 
to  make  them  •  in  accordance  with  their  listing  in  the  DSER,  The  problem 
type  borrowers  come  first,  and  then  the,  others  follow. 

Mr.  Lynch:  Over  what  period  of  time  would  it  be? 

Mr,  Scoltock:  That  will  depend  on  many  circumstances.  However,  our  goal 
is  to  complete  a  general  inspection  of  each  borrower's  system  about  every 
two  years. 

Mr,  Cole:  Relative  to  the  comprehensive  survey.  There  is  nothing  in 
Staff  Instruction  161-1R1  that  tells  who  should  go  to  the  borrower  and 
inform  it  that  such  a  survey  has  to  be  made.  I  think  the  CFR  and  the 
field  engineer  should  work  together  on  this  as  they  have  done  so  nicely 
in  the  past,  but  I  believe  the  procedure  should  be  clarified. 

After  considerable  discussion  of  this  matter  it  was  determined  that  the 
instructions  clarifying  the  procedure  would  be  sent  to  the  field  as  soon 
as  possible. 
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SPECIE  CQMPREEEHSIVE  IITSPECTIQi  &  DETAILED  APPRAISAL  -  James  H.  Phillips 
(Condensed  Sunura ry  of  Discussion) 


A  comprehensive  inspection  and  detailed  appraisal  is  made  o'f  each 
"borrower  that  has  problems  which  may  endanger  the  security  of  the  SEA 
loan  as  well  as  the  successful  operation  of  the  system,  as  set  forth  in 
Staff  Instruction  10 0-1  HI. 

In  view  of  the  fact  that  the  report  of  the  field  engineer  is  used  by  the 
operations  field  representatives  in  working  with  the  borrower  towards  an 
acceptable  plan  of  action  for  overcoming  its  problems,  .it  is  imperative 
that  there  be  close  cooperation  between  the  OER  and  the  field  Engineer. 

The  Field  Engineer  should  not  commence  the  inspection  and  appraisal  until 
after  the  digest  and  other  initial  data  has  been  presented  to  the  borrower 
by  the  GEE. 

The  field  engineer’s  report  is  prepared  in  accordance  with  EEA  Form  718 
and  is  divided  into  three  parts; 

"  •  T  ' 

Office  and  shop  information; 

An  evaluation  of  the  condition  of  the 
physical  plant  after  field  inspection  by 
the  field  engineer; 

The  summary  of  plans  for  correcting  unsat¬ 
isfactory  conditions. 

This  summary  is  to  be  developed  by  the  'field  engineer  and  the  borrower. 

The  summary  is  in  the  fofm  of  estimated  costs  of  operations,  maintenance 
and  replacements  divided  into  the  following  three  categories; 

1.  Annual  routine  costs  for  the  next  ten  years. 

2.  Expenditures  not  made  heretofore  because  of 
borrower’s  financial  condition,  but  now  con¬ 
sidered  necessary  to  correct  some  critical 
conditions, 

3.  Total  deferrable  costs. 


Fart  1. 
Part  2. 

Part  3. 
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"FOLLOW-UP  ACTION  3Y  OFR.11  AND  SlkrkRY  OF  DISCUSSION  -  Odea  Evans 

The  follow-up  action  refers  generally  to  the  OFR,  but  I  think  the  engineer 
should  be  included  in  this  also.  Not  necessarily  on  each  visit,  but 
periodically.  I  usually  try  to  get  back  to  the  cooperative  after  the 
first  month*  I  give  the  manager  30  days  to  get  started.  On  this  visit 
I  get  the  statistics  from  the  operating  reports,  etc.,  as  tills  shows  whether 
or  not  he  is  really  reducing  costs.  If  he  is  making  progress,  I  give  him 
whatever  assistance  he  needs,  but  I  don't  bother  him  too  much.  Then  you 
may  be  able  to  skip  a  month  or  two,  but  go  back  the  third  month  at  least. 

Go  over  his  plans  and  see  what  he  has  done  on  each  particular  item.  What¬ 
ever  you  do,  don't  make  the  manager  feel  he  is  being  picked  on.  Go  down 
the  list  pf  all  the  items  listed,  and  each  visit  after,  do  the  same  thing 
and  check  on  the  same  items.  If  after  the  third  month  good  progress  has 
been  made,  meet  with  the  board,  and  show  them  what  progress  has  been  made. 

If  you  find  the  estimates  of  the  original  plan  are  incorrect,  correct  them, 
and  make  adjustments  as  they  become  necessary. 

When  the  follow-up  is  to  end  depends  entirely  on  the  progress  the  manager 
has  made.  The  operating  reports  may  show  many  cuts,  but  don't  slacken  off. 
It  may  be  just  temporary.  Don't  slacken  off  on  the  follow-up  until  you 
know  for  sure  that  the  borrower  fs  in  -  or  getting  in  -  a  good  financial 
condition. 

Another  thing,  it  is  a  good  idea  to  try  to  get  a  copy  of  the  manager's 
plan  as  to  how  he  is  going  to  carry  out  the  remedial  plan  he  worked  out,. 

Mr.  McCombs:  It  would  help  to  get  the  same  plan  sent  in  over  the  signature 
of  the  manager.  Your  plans  have  been  very  good  that  you  have  helped  work 
out,  but  it  would  be  better  to  have 'the  manager's  signature  on  them. 

Mr.  Evans:  It  probably  would  be  even  better  to  get 'the  president  of  the 
board  to  sign.  We  should  make  the  board  know  they  have  problems,  and  this 
would  be  one  way  of  doing  it, 

Mr.  McCombs:  Before  we  can  make  a  loan  we  have  to  have  a  resolution  that 
the  board  has  adopted  the  remedial  plan.  The  president's  signature 
would  help. 

Mr.  Evans:  I  thought  the  list  Mr.  Cole  sent  out  was  an  excellent  idea. 

The  ones  who  were  on  the  list  felt  like  a  bomb  shell  hit  them  when  I 
showed  them  they  were  on  it .  It  helped  tremendously  to  let  them  know 
they  really  had  to  begin  to  do  something,  and' soon.  I  had  ten  borrowers 
in  Kentucky  on  the  list,  and  the  fellows  1  talked  to  about  it  were  willing 
to  do  something  about  it. 

Now,  going  back  to  the  power  use  department,  we  are  trying  one  tl  ing  right 
now  in  my  area,  and  that  is  giving  free  light  bulbs  to  the  consumers.  They 
generally  are  100  or  150  watt  bulbs.  One  manufacturer  is  putting  out  one 
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bulb  just  called  a  kitchen  bulb.  Another  calls' one  a  pig' lamp,  and  there  is 
a  chicken  lamp,  etc.  The  people  who  can't  remember  what  watt  to  -use  can 
look  at  the  picture  and  get  the  right  kind. 

We  have  a  promotional  plan  going  on  in  Kentucky.  In  that  plan  they  are 
trying  to  sell  water  systems  to  the  farmers.  They  are  trying  to  go  out 
with  a  packaged  job  and  make  it  available  to  the  rural  people.  The  plumbers 
rot  together  with  the  cooperatives  and  they  sat  down  and  ’worked  out  unit 
costs  on  a  packaged  job  to  put  in  the  home.  It  is  crea.ting  quite  a  bit  of 
interest  down  there,  and  you  can  have  many  different  variations.  The 
plumbers  said  they  have  averaged  at  least  20  systems  per  year  in  the  last 
three  years.  One  cooperative  has  over  13,000  members,  and  only  a  very 
small  percentage  have  water  in  their  homes,  actually  less  than  1  percent. 

Mr.  McCombs:  I  would  like  to  comment  on  two  things.  That  particular 
manager  applied  for  a  $300,000  Section  A  loan.  This  manager  came  into 
Washington  and  discussed  his  need  for  Section  5  funds  to  carry  on  an 
effective  plumbing  program.  He  was  assured  that  the  loan  could  be  made  if 
the  need  is  properly  substantiated. 

Also,  we  took  up  with  the  Legal  Section  again  the  matter  of  money  to  dig 
wells,  and  we  still  cannot  finance  money  for  this.  We  can  finance  the  pipe, 
but  not  the  digging  of  the  well,.  I  thought  this  might  be  a  guide  in  regard 
to  Section  5  loans  for  plumbing. 

*  Mr.  Evans:  lie  have  two  or  three  borrowers  with  Section  5  loans,  but  $50,000 
is  not  much  of  a  loan  for  the  programs  they  have,  even  though  it  helps.  A 
number  of  the  managers  got  together  with  the  Statewide  organization  to  see 
about  low  cost  financing  through  the  Statewide.  It  has  not  gone  very  far 
yet,  but  it  is  a  possibility.  If  they  can't  get  it  from  REA,  they  will  try 
to  get  the  money  in  other  ways. 

Mr.  McCombs:  These  Section  5  loans  are  still  limited  to  $50,000  except 
when  special  consideration  can  be  given  and  the  facts  substantiated  that 
more  is  definitely  needed. 

Mr.  Scoltock:  I  am  glad  Section  5  was  brought  up  again.  That  was  one  of 
the  main  points  made  in  Chicago  last  week.  I  think  every  manufacturer  there 
stated  that  the  cooperatives  had  a  giramic  that  no  one  else  had,  and  that 
'was  Section  5  loans.  It  is  the  best  tool  anyone  ever  had  for  load  building. 
I  think  from  this  meeting  in  Chicago  we  all  realize  the  importance  of  Sect- 
tion  5  loans  more  than  we  did  before.  As  was  explained  at  the  Power  Use 
Conference  in  Chicago,  if  the  cooperatives  have  a  definite  need  that  can 
be  supported,  they  will  not  be  limited  to  $50,000  loans. 


Mr.  Nance:  Don't  you  think  those  borrowers  not  making  100  percent  of  debt 
service  should  be  required  to  send  in  copies  of  their  minutes? 
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Hr.  McCombs:  At  one  time  we  were  having  a  .great,  deal  of  trouble  with  the 
cooperatives  getting  them  to  send  in  various  information  we  needed.  They 
.just  wouldn't  notify  us.  They  used  to  sa,y  it  was  in  the  minutes,  and  it  had 
been  sent  in.  It  got  complicated,  and  instead  of  sending  in  a  letter  or 
memo  on  the  things,  they  would  say  they  sent  it  in  in  the  minutes.  The  best 
..way  to  keep  out  of  trouble  was  to  discontinue  the  sending  in  of  the  minutes. 
Then  the  cooperatives  could  not  say  they  had  notified  us.  We  are  better  . 
off  getting  them  to  send,  in  special  letters  and  memoranda. 

Mr.  Lynch:  Someone  ought  to  see  the  minutes.  We  fieldmen  can't  always  see 
these  things,  and  a  copy  should  go  to  Washington  so  someone  sees  them.  Two 
months  ago  the  manager  of  a  cooperative  called  me.  They  had  had  a  board  . 
meeting,  passed  a  resolution,  and  wanted  much  more  than  they  could  afford. 

I  think,  someone  should  go  into  these  things  and  look  them  over.  We  need 
them  to  know  what  the  cooperatives  are  doing, 

Mr,  Nance:  If  you  get  them  to  write  up  the  minutes  like  they  should  be, 
they  will*  gist  in  the  habit  of  doing  it  correctly.  We  should  have  the  min¬ 
utes  from  the  borrowers  on  the  DSER  list  to  keep  a  check  on  them. 

Mr.  McCombs:*  Many  cone  in  that  have  hardly  a  thing  in  them.  We  can't  go 
back  and  ask  them  to  elaborate.  Besides,  it  would  be  a  burden  on  us  in 
Washington  to  get  in  the  minutes  from  these  cooperatives  and  have  to  go 
.over  them. 

2  i 

Mr.,  Lynch:  What  would  be  your  attitude  in  Washington  to  us  getting  a  copy 
from  the  cooperatives  -who  are  not  making  debt  service,  have  them  send  the 
OFR  a  copy. 

Mr.  Scoltock:  Weil,  you  heard  Joe's  reason  why  we  don't  have  them  send  us 
a  copy  now.  If  they  have  the  excuse  that  they  sent  an  REA  person  a  copy 
of  the  minutes  and  there  was  something  in  them  that  we  should  have  known 
about  right  away,  and  you  hadn't  had  a  chance  to  go  over  them,  or  were  out 
on  a  field  trip,  it  might  be  too  late  to  help.  Perhaps,  though,  it  might 
help  to  get  an  expression  of  opinion  if  the  group  feels  strongly  enough  on 
this  to  establish  some  new  procedure  on  this. 


Mr.  Vardy:  We  don't  have  enough  people  in  the  office  to  take  on  anything 
new.  We  couldn’t  handle  the  review  of  the  minutes  safely  with  the  person¬ 
nel  we  have  in  the  office. 

Mr.  Scoltock:  With  the  close  follow-up  we  are  expecting  from  the  OFRs 
concentrating  on  the  loan  security  borrowers,  this  being  the  first  priority, 
that  would  be  the  logical  approach,  and  it  would  serve  much  more  than 
sending  in  minutes  to  REA  for  review. 

Mr.  Vardy:  The  field  men  have  the  authority  to  go  in  and  examine  the  minutes 
and  if  they  are  not  clear  and  concise,  they  can  ask  for  clarification. 


Mr.  Lynch:  We  can't  be  at  every  board  meeting.  Where  there  is  a  security 
risk  we  should  have  a  copy  of  their  minutes.  If  we  can  have  these  minutes 
we  would  know  what  went  on  and  be  able  to  check  on  them  a  little  in  this  way. 

Mr.  Var.dy:  I  have  no  objection  to  the  field  men  getting  the  minutes  if  they 
want  them,  but  donTt  send  them  to  Washington.  (Mr.  McCombs  -  agreed  with  this.) 

Mr,  Evans:  The.  way  it  is  with  me,  I  have  to  call  on  these  borrowers  anyway, 
and  1  would  see  the  minutes  at  that  time.  I  would  not  get  too  much  benefit 
from  receiving  a  copy  of  the  minutes  from  the  board  meetings.  I  don't-  think 
I  would  need  them. 

Mr.  Scoltock:  Well,  I  don't  see  anything  wrong  with  the  field  people  getting 
the  minutes  if  they  want  them  and  if  it  would  help  them  in  their  work. 

Mr.  McCombs:  I  would,  recommend  that  for  administrative  approval  first,  and 
I  think  we  should  recommend  It  if  the  group  want s  it.  I  wonder,  though,  if 
Blackburn  would  approve  it,  as  it  would  have  to  be  cleared  with  him. 

Mr.  Harrell:  I  wouldn't  mind  asking  the  cooperatives  I  was  interested  in 
to  send  me  a  copy  of  their  minutes  if  I  thought  it  was  necessary.  I  would 
put  it  in  my  report  to  REA  that  I  had  requested  it. 

Mr*  Black:  If  there  is  a  legal  reason  for  not  having  then,  I  don't  want  them. 
Mr.  Scoltock:  I  will  find  out  from  Blackie,  and  we  will  drop  this  for.  now. 
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MEW-LOAMS  PROCEDURE,  LONG  FORM  —  AND  SUMMARY  OF  DISCUSSION  — 

.  “  Charles  B.  DeLancey 

•  * 

Mr.,  DeLancey:  Going, back  to  Section  9  loans,  the  present  procedure  on  pro¬ 
cessing  these  loans  has  not  changed.  We  still  require  for  the  recommendation 
the  ,  usual  board  resolution  and  any  supporting,  data  along  with,  the  letter 
from  the  cooperative.  There  has  been  no  change  in  this.  Also,  there  is  one, 
other  form  that  belongs  in  this  20-2  bulletin.  It  was  left  out  when  it  was 
duplicated. <!:  .  ~  .  -  •  \. 

Mr.  Evans:  We  have  been  referring  to.  problem  borrowers.  What  is  the  policy 
on  these  borrowers  getting  Section  $  loans?  t 

’  ■  *  ' .  ‘  ,*'’*•  \  T  .  .  .  .  \  * 

Mr.  DeLancey:-  None  at  all.  , 

Mr.  Scoltock:  It  would  probably  be  a  very  good  thing.1  It  might  be  one  of 
the" corrective  measures  they  could  take  in  order  to  increase  their  kwh  con¬ 
sumption,  thereby  increasing  their,  revenue. 

Mr.  DeLancey;  There  has  never  been  any  restrictions  on  these  loans  as  far 
as  debt  service  is  concerned,  , 

t  .  .  , 

This  manual  we  brought  with  us  contains  some  new  steps.  One  copy  of  Staff 
Instruction  20-7  was  passed  out  yesterday.  Let  me  deal  with  the  index  of 
20-2  right  now.  No.  1  , under  this  index  deals  with  the  internal  procedure  . 
in  REA.  This  staff  instruction  is  still  a  draft  and  is  not  approved  as  yet, 
but  it  sets  forth  a  new  look , with  reference  to  general  requirements  for  pro¬ 
cessing  the  loans  from  the  field.  This  mil  be  required  by  the  Area  Office, 
and  we  will  discuss  this  later.  Staff  Instruction  1-1  outlines  the  relation¬ 
ship  and  the  responsibility  of  the  Areas  and  Staff  Divisions  in  regard  to  . 
loans  to  power  type  borrowers,  REA  Bulletin  61  is  the  Administrative  policy 
on  G&T  loans..  No. .5  on  processing  Form  70-F  will  be  discussed  later  also. 

No.  6  is  a  revenue  estimate  table.  This  was-  put  in  for  your  convenience  and 
a  look  at  the  new. method  of  determining  estimated  revenue  without  the  use 
of  slippage  for  farm  end  non-farm  users.  No.  7  is  just  the  method  for  getting 
information  from-  the  field  with  reference  to  irrigation.  No.  8  has  been 
sadly  neglected  by  REA,  but  the  form  should  be  used.  No.  9  in  this  folder 
is  a  pamphlet  prepared  by  Mr.  Callaway  on  the  use  of  the  services- of  field 
representatives  and  others.  .  ■ 

•  *  *  -  :  )  . 

Lets  discuss  Staff  Instruction  20-2.  This  sets  forth  the  requirements  and 
information  necessary  to  prepare  a  complete  loan  application.  We  have  stressed 
the  importance  of  advanced  plannings  If  a  borrower  anticipates  the  need  of 
a  l<?an,  say  in  12  months,  steps  should  be  taken  now  to  get  the  necessary 
information  and. prepare  the  studies  that  will  be  needed  as  a  basis  of  the 
loan  application.  The  more  planning  you  can  get  the  borrower  to  do,  the  more 
efficiently  we. can  get  the  application  processed.  The  most  important  step 
is  an  up-to-date  system  study,  and  kwh  estimates  approved  by  REA.  •  If  an 
up-to-date  system  study  is  not  available,  we  should  at  least  have  the  engineer 
give  us  a  recent  voltage  regulation  study.  As  instructed  in  this  bulletin. 
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the  procedure  is  a  little  different  ..from  what  we  have  been  doing.  The  bor¬ 
rower  submits  a  minimum  request  on  two  copies  of  Form  7 4O-A •  This  is  merely 
a ‘list  of  amounts  required  showing  the  items.  I  think  this  is  very  clear. 

The  borrower  does  not  have  to  list  all,  only  those  that  apply.  Along  with 
this  request,  two  copies  of  a  resolution  by  the  board  should  be  submitted* 

On  the  back  of  this  Form  7liO-A  the  instructions  are  given  as  to  how  to  com¬ 
plete  it,  and  it  is  very  simple.  If  the  borrower  xd.shes,  they  can  send  in 
a  complete  application. 

The  next  form,  7U0-B,  you  will  note,  is  formerly  the  old  AL-29-R  in  part. 
However,  more  detail  is  required  as  to  the  consumer  classif icaii  on.  First, 
show  the  rate  schedule  used  for  billing,  members,  number  of  consumers  on 
this  application,  total  existing  service  -  both  active  and  idle.  Next, 
the  analysis  of  the  present  idle  service,  indicating  the  number  to  be  retired, 
the  number  not  to  be  retired,  and  the  average  number  to  become  revenue  pro¬ 
ducers.  This  would  be  the  number  of  idle  services  at  the  present  time.  In 
the  preceding  column  giving  the  number  of  active  and  number  of  idle  services, 
you  should  note’  that  this  is  supposed  to  be  a  yearly  average.  Column  I,  "Con¬ 
sumers  to  be  Connected  With  Existing  Funds,"  I  think  an  analysis  should  be 
made  of  that  column.  You  should  sit  down  with  the  manager  and  determine  the 
funds  available  in  the  budget,  the  funds  earmarked  for  this,  etc.  We  are 
holding  up  one  loan  now  because  the  borrower  won* t  ask  for  money  that  is 
encumbered.  The  work  orders  have  been  approved,  etc.,  but  he  won’t  request 
the  money. 

Mr,  Lynch:  Whose  responsibility  is  it  to  sit  down  with,  the  manager*? 

Mr#  DeLancey:  I  think  the  OFR  should  be  the  one,  and  then  the  field  engineer 
should  also  do  it  if  he  might  be  going  in  to  check  on  work  orders,  etc. 

Mr,  Lynch:  This  puts  us  in  a  very  bad  spot.  We  are  placed  in  the  hands  of 
the  consulting  engineers.  They  go  in  to  the  manager,  and  thejr  want  to  pre¬ 
pare  everything.  And  then,  the  first  think  you  know,  the  loan  application 
is  off  to. Washington  and  we  never  see  it.  It  goes  in  to  Washington  all 
wrong,  then  we  have  to  go  back  and  try  to  straighten  it  out,  REA  has  to 
quit  recognizing  the  consulting  engineer  in  these  cases#  You  should  straighten 
this  out  with  the  managers  so  that  the  field  man  checks  the  application  before 
it  goes  in  to  Washington. 

Mr.  DeLancey:  You  are  right.  We  should  impress  it  upon  the  borrower  that 
the  application  should  be  checked  with  the  field  man  first.  It  is  not  too 
clear  in  this  bulletin. 

After  we  get  this  form  7'UO-A,  we  must  have  7hO-B.  Then  we  go  to  7l'0-C. 

When  the  borrower  prepares  this  form,  he  is  going  to  need  some  help  on  it. 

This  details  the  cost  estimates  on  the  application  by  purpose.  This  can  be 
used  in  REA  as  REA’s  estimates.  It  details  every  phase  of  cost  that  has 
been  known  to  be  put  in  a  packet.  These  forms  in  most  cases  are  set  up  for 
the  signature  of  the  borrower’s  president. 

Mr,  Lynch:  Will  these  forms  be  placed  promiscuously  in  the  hands  of  the 
consulting  engineers? 


-  la  - 


nr.  DeLancey:  I  don*t  know  if  I  have  the  answer  to  that,  but  a  complete  set 
of  forms  will  be  attached  to  the  bulletin  when  it  goes  to  the  cooperative. 

Mr*  Lynch:  If  the  engineer  keeps  a  supply  of  them  it  isn*t  going  to  help 
much.  He  ought  to  have  to  go  to  the  borrower  for  this  form  and  work  with 
the  borrower  on  his  part  in  getting  this  form  prepared*  I  don*t  think  the 
Government  should  send  all  these  consulting  engineers  a  supply  of  these 
forms.  * 

Mr.  DeLancey:  I  don*t  think  it  is  in  this  bulletin,  but  I  think  it  should 
be  stated  in  the  forms  that  they  should  be  checked  x-jith  the  OFR  before  serd  - 
ing  in  to  Washington. 

,  i  ,  ' 

Mr,  Scoltock:  I  think  in  one  way  we  will  be  better  off  if  the  engineer  does 
have  the  form.  This  is  the  first  thing  the  engineers  have  to  put  their  names 
on.  Everything  on  7U0-C  is  just  about  exactly  the  information  the  Area 
Engineering  Office  has  worked  up  in  the  past  and  they  have  had  to  do  it  all 
themselves.  Then  they  have  given  it  to  the  loans  people.  This  form^is 
almost  exactly  that  information  which  previously  was  worked  up  here.  This 
means  instead  of  just  giving  us  a  lump  sum  figure,  the  cooperative  now  will 
have  to  submit  this  information  themselves,  and  the  only  person  who  can  work 
this  up  is  the  cooperative  engineer.  He  will  have  to  do  that..  They  will  have 
to  break  it  down  into  individual  items,  and  it  should  be  much  more  accurate. 

I  agree  that  it  would  be  desirable-  to  have  some  means  of  assuring  ourselves 

that  these  are  checked  in  the  field.  It  should  be  done,  but  I  am  not  sure 

how  it  can  be  accomplished. 

% 

Mr,  Lynch:  The  pressure  these  consulting  engineers  put  on  these  borrowers 
is  something.  They  try  to  rush  it  through  without  discussing  it  with  the 
OFR.  For  instance,  I  heard  first  about  the  short  loan  form  from  a  consulting 
engineer.  We  need  your  cooperation  to  tie  things  doxm  so  they  will  go  through 
channels  rather  than  going  straight  to  Washington,  and  then  having  to  come 
back  to  us  to  get  them  straightened  out*  I  think  Washington  should  cooperate 
with  the  field  people  to  get  things  to  go  through  channels.  Then  things 
should  be  more  nearly  right  when  they  come  into  'Washington.  There  is  not 
enough  consultation  between  the  field  and  Washington.  By  the  way,  I  had 
not  even  seen  20-7  before  this  meeting  which  explains  the  short  form. 

Mr.  DeLancey:  7kO-C  is  signed  by  the  president,  the  manager,  and  the  bor¬ 
rower  fs  engineer.  It  is  also  used  by  REA*s  engineer  in  the  office  as  a  com¬ 
pleted  form  and  goes  into  the  loan  docket.  It  may  vary  some  from  the  borrower* 
estimate,  but  it  will  be  the  final  recommendation  to  the  Administrator. 

Form  7U0-D  is  purely  consumer  data  on  large  power  loads,  both  existing  and 
potential,  and  by  that  I  mean  six  months  to  a  year*s  time.  This  is  to  be 
completed  and  sent  along  with  the  other  information. 

•  .  •  •  .  »  '  ‘  •  ••  •  •  .  •  .  • 

7U0-E,  the  next  form  in  20-2,  is  a  summary  of  the  irrigation  loads,  and  I 
don*t  think  that  needs  any  explanation. 


-  i|2 


The  next  form  which  most  of  you  know  about,  7U0-F,  is  the  old  AL-82-R,  This 
has  not  changed  from  the  previous  form,  and  the  processing  is  the  same. 

This  must  be  presented  to  both  committees,  the  House  and  the  Senate,  prior 
to  the  workingi of  the  loan.  ... 

We  have  gotten  down  to  the  power  type  borrower,  but  we  will  skip  that  now 
and  let  Mr.  Dabney  get  on  with  his  explanation  of  the  short  form.  REA 
decides  whether  a  loan  will  be  processed  on  a  short  or  long  form,  , v 

Mr.  Nance:  It  seems  that  on  7U0-A,  these  numbers  are  tied  to  financial 
requirements.  WouldnH  that  make  it  easier? 

Mr.  DeLancey:  We  tried  it  several  years  ago  and  it  did  not  work.  You  mean 
with  reference  to  the  account  numbers  shown? 

„  »  ■  .  r.  ...  •  .  «  '  1 

Mr.  Nance:  I  mean  item  I,  then  item  13. 

Mr.  Scoltock:.  There  will  be  a  change  in  the  budget  items,  •  - 

Mr.  McCarthy:  It  has  been  approved  that  the  budget  items  will  be  reduced  to 
8  or  9  items.  The  expenditure  reports  will  be  discontinued.  I '.think  at 
present  we  .will  continue  on  with  the  present  method  until  this  draft  is 
approved.  u 

Mr.  DeLancey:  I  think  at  present  this  form  is  all  right  as  you  are  just 
notifying  REA  that. you  need  a  certain  amount  of  money  and  what  it  is  for. 
This  would  not  tie  in  with  the  new  form  C  either.  You  will  notice  that 
form  is  also  signed  by  the  president. 

Mr.  Phillips:  Regarding  7U0-B,  you  mentioned  we  would  be  familiar- with  the 
work  order  situation  and  could  estimate  the  number  of  consumers  to  be  con¬ 
nected  with  existing  funds.  This  is  not  so.  Unless  we  are  called  iri  to 
analyze  xdiat  they  are  doing,  we  will  have  nothing  to  do  with  it.  Their  oxm 
consulting  engineer  will  do  it.  We  will  never  see  it  unless  we  are  specif-- 
ically  called  in.  '' 

Mr.  DeLancey:  Letls.  go  back  to  Mr.  Callaway*s  general  statement  that  the 
field  people  will  generally  furnish  advice  and  check  on  the  loan  application 
when  it  is  being  made  up  by  the  cooperative. 


Mr.  Lynch:  Well,  .it  works  a  hardship  on  the  field  people  as  the  -  borrowers 

just  don* t  consult  with  us  first.  If  it  was  compulsory  that  the  loan,  applica¬ 

tion  had,  to  come  to  us  for  review  first  before  •' sending  it  to:  Washington, 
then  we  would  have  some  control  over  it.  As  long  as  it  operates  as  it  is 

now,  we,. can *t  do  a:  thing  about  it.  •  •*  ,v  ;  - 

MT.  DeLancey:  I  thinjc.  the  checks  on  the  applications  have- been  done  both  ways, 
both  before  and  after  being  sent  to  Washington.  We  will  take  it  up  with 
Mr,,  Callaway  and  Mr,  Scoltock  and  see  what  can.  be  worked  out.-. 


...  -  Ijj 


Mr.  Scoltock:  I  think  the  ideal  situation  would  be  to  have  the  loan  Applica¬ 
tion  checked  in  the  field  first,  but  just  how  far  we  can  carry  that  through 
and  insist  that  this  be  done,  I  don*t  know.  It  has  always  been  a  problem. 

It  has  always  been  the  written  procedure  that  they  should  be  checked  in  the 
field  before  sending  them  In  to  Washington,  but  we  all  know  the  cooperatives 
•'"bring  things  in 'and  by-paiss  the  field  completely,  I  think  these  should  be 
checked  in  the  field  as  much  as  possible  though  and  we  will  try  to  devise 
a  means  where  as  much  as  possible  they  will  be  reviewed  in  the  field  first. 

We  will  do  everything  we  can  to  encourage  the  borrowers  to  have  them1  ■" 

“  reviewed  first"  in  the ’field*'  Most  of  you  know,  of  course,  when  applications 
are  being  prepared.  '  We  never  before  had  a  complete  procedure  such  As  this, 

though,  that  shows  exactly  what  will  be  required.  I  think  it  will  be  easier 

•  •  ...  .  .  ...  * 
now.  '  * .  ■  -  i  •  •  • 


>lr.  Black:  Suppose  ‘ siich  an  application  comes  to  Washington,  'arid  it  Is  okay. 
You  would  go  ahead  and  process  it.  ‘  But  if  It  is  hot  right j  send  it  back  to 
the  OFR  and  then  they ’will  go  to  the  i  cooperative"  and  get  the  correct  infor¬ 
mation  for  processing.  I  think  this  works  pretty  well.  We  have  done  this 
in  the  past.  ’  ’  ’  '  •  '  • .  '  ’ 


Mr.  DeLancey:  The  borrower  will  get  this  new  bulletin  and  it  will  contain 
the  new  forms.  I  assume  you  will  be  questioned  considerably  by  them  about 

it.  •  * ;  '  '■  '• 1  •  ;  ■ 

»  '  ■  "  *  ,» 

I  want  to  bring  up  a  couple  of  other • things •  There  is ‘no  change  in  the  sale 
or  purchase  of  property  procedure.  The  "bulletins  covering  these  are  still 
in  effect.  There  is  no  change  in  lkO-2  on  kwh  estimates  and  power  require¬ 
ment  studies.  These  are  all  still  in  effect.  '  ;  ' 

»  •  •  ‘  <  .  i  I  •  •  .  .(  .  ..  •  y 
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R5W  LOAF  PROCEDURE'  -  '.SHOUT  7 PPM .  -  Eugene-  Y. -. Dabney 


Regarding  the  problem  Mr*  Lynch  drought  up,  we.  recently  had  a  field  report 
from  Mr, •  Ranee  saying  he  had  discussed- the  loan  program  with  a  manager, 
and  he  said  the  borrower  wouldp’ t  need  any  money-: for- quite  some  time,.  [  With¬ 
in  the  next  few  days  we  received  an  application  from  this  manager.  .Wo:  just 
sent,  the  whole  thing  back  to.  Mr.  Ranee,-  and, he  f  ound  out  about  the  loan 
application  in.  that  way..  We ..  have  sept-,  a  -few  others  back,  but  we  have  always 
sent  them  back  to  the.  GFR.s,-  I-  think  there  is  merit,  in  having  all.,  applica-  • 
tions  sent  -to  Washington-  through  the  CEE,  if  -it  .  is  at  all  possible. 

Row,  regarding  the  short  form,  this  is  mostly  an  internal  procedure  and 
does  not  affect  the  field  very  much.  Actually,  the  procedure  provides  for 
certain  criteria  to  be;  met -by  the  borrower:  in- their  operating  and  financial 
conditions.  If  they  -are-  on -.a  high  level  we  can:  short  circuit  the  long. 
form,  and  not  make  the-  detailed  studies  based  on  estimates,  ptc.,  that  are 
necessary  for  the  long  form.;.  The  .criteria  is  based  on:  the  actual  operations 
of  the  cooperative.  It  is  a  pretty  sound  way  to  determine  the  feasibility 
and  advisability  of  the  loan. 

We  can  go  through  this-.  On  page  2  of  Staff  Instruction  20-7,  it  sets 
forth  the  minumum  requirements  to  be  met.  Of  course,  we  don’t  know  any¬ 
thing  about  this  until  after  the  application  is  received.  And  it  makes 
no  difference  as  to  the  type;,-of  application  sent  in  as  it  must  be  the  same,, 
kind  and  contain  the  same  inf  ormati on ;  regardless  of  what  form  we  use  to 
process  it.  The, first  requirement  is  that  the , DSSR  must  have  been  at_ 
least  100 %  for  the  last  three  cal endar:y ears, r *  The  next  regards,  the  amount 
of  the  loan  request  which  requires  that  the  loan  not  amount  to  more  than 
20 of  the  total  loans  advanced,  or  $500,000,  with  one  exception,  that  if 
for  some  reason  we  feel  there  is  a  justification  to  use  the  form,  we  can 
write  a  memorandum  to  the  Assistant  Administrator  stating  why  we  think  it 
should  be  used  -  providing  it  is  not  more  than  30$  of  the  total  advances 
or  $700,000,  If  he  approves,  we  can  use  the  short  form.  Another  criteria 
which  must  be  observed  is  that  no  more  than  one  loan  using  the  short  form 
can  be  made  in  any  12  month  period.  ./Is®,  the  borrower  must  have  a  posi¬ 
tive  net  worth.  Also,  the  existing  electric  system  of  the  borrower  must 
have  been  adequately  operated  and  maintained.  We  get  this  information 
from  the  engineer.  If  it  is  not  available  we  can’t  use  the  short  form  as 
we  can't  certify  to  it.  Another  thing  we  must  do  is  to  determine  that 
the  good  financial  and  operating  condition  of  the  cooperative  will  continue 
in  the  future  as  it  has  in  the  past. 

Until  we  receive  the  application,  we  can’t  determine  what  form  will  be 
used,  so  the  application  must  come  in  in  the  regular  manner,  This  may  not 
have  any  direct  bearing  on  the  field  activities,  but  it  might  indirectly 
in  one  way,  such  as  if  we  get  a  number  of  borrowers  in  this  classification 
and  use  the  short  form  for  them,  it  will  expedite  the  loan,  and  others 
will  want  to  know  how  to  get  in  that  category.  The  whole  thing  points  to 
the  recognition  of  the  efficiency  of  the  operations  and  the  level  of  the 
financial  condition  of  these  borrowers.  The  more  borrowers  we  have  like 
that,  the  better  we  can  handle  the  loan  program  in  the  office. 


SUIEM-Off  01  GROUP  DISCUSSION  iT  CONCLUSION  CEF  ME.  DABESY 1 S  TALK 


Mr.  Lynch:  In  the  last  few  months  we  have  had  a  good  many  applications 
on- file  up  there.'  Now  sup-cos e  someone  gets  his -application  all  prepared 
, and- takes #  it  to  Washington*  •  He  wants  approval  right  away.  You  have- some 
on  file  already,  and  now  this  man  comes  along  with  pressure.  Now,  does  he 
get  his  loan  moved  up. ahead  of  these  others  already  on  file? 

Mr. -Dabney:  It  depends  on  the  source  and  degree  of  pressure,  but  it- is 
frowned  on  in  Washington.  .However,  we  have  no  control  over  some  of  these* 

Mr.  Scoltock;  I  do  not  feel  that  Gene  wants  you  to  think  that :  a  large 
percentage  are  done  this  way.  Sometimes  it  depends  on  the  nature  of  the. 
loan,  how  badly  it  is  needed,  and  the  purpose  of  the  loan. 

*  .  '  • 

Mr.  Lypch :  I  know  of  one  who  did  not  need  the  loan.  The  DSSR  was  about 
135  or  140,  but  he  got  the  money.  *  ■  • 

Mr.  Dabney:  We  try  to  follow  the  schedule  as  closely  as  possible,  but 
things  do  come  up  from  time  to  time.  Thp  fact  that  a  cooperative- has  a 
high  DSER  does  not  necessarily  mean  that  he  does  not  nepd  the.  money,  as 
they  may  have  a  big  program  in  progress  that  it  is  needed  for. 

Mr.  Scoltock:  If  it  would  help  you  people  in  the  field,  we  could  send 
out  a  typed  schedule  of  loans.  It  is  just  about  the  same  thing  as  the 
production  control  sheet  which  you  already  get,  but  if  you  would  like 
that  we  could  send  it  to  you. 

.......  *  ♦  -  -i 

(The  field  people  decided  they  want  both  the  production  control  sheet  and 
a  typed  schedule  of  loans,  and  it  was  agreed  to  send  them  both.) 

Mr.  Scoltock:  There  is  another  thing  you  might  not  recognize,  AL  though  . 
we  have  a  loan  schedule,  there  is  another  schedule  that  governs  what  we 
can  do  with;  loans,  and  that  is  the  kwh  schedule.  Quite-  frequently  we  can 
put  through  one  loan  ahead  of  another  because  we  can  get  the  kwh  much  sooner 
for  one  than  we  can  for  another  application.  Some  may  still  require  fur¬ 
ther  st.udies  to  be  submitted  whereas  others  may  already  be  in.  But  the 
number  of  loans  really  rushed  through  .because  of  pressure  are  really  very, 
very  f  ew-.  - :  •  • 

r  ♦  •  t  .  .  .  ,  .  .  i  - 

Are  there  any  other  questions  regarding  loan  techniques?. 

Mr.  Lynch:  I  think  it  is  good  —  glad  to  see  that  new  set-up  coming  out- 

Mr.  Scoltock-:  I  think  it  is  a  stop  forward  in  the  right  direction..  So 
.far  in  the  history  of  HEA  we-  never  before  have  had  as  complete  a  list  of 
instructions  as  we  have  here.-  -  -  • 


ii6'  - 


IJQWEE— TYPn  L GA  • ' S  -  Charles  •£•••.  --DeLancey  .  -• 

Going  back  to  the  packet  again,  you  have  a  copy  of  Administrative  Sull-etin 
No.  61  which  was  'issued,  quite  a  while  ago,  but  it  still  is  in  effect.  It 
contains  the  provisions  for  making  loans  to  power-type  borrowers,  and  these 
will  be'  made  ‘only  under  rtne_  following  conditions;  (a)  where  no  adequate 
and  dependable  source  of  power  is  available  in  the  area  to  meet  the  borrower1 s 
needs,  or,  (b)  where  the  rates  offered  by  existing  power  sources  would  re¬ 
sult  in  a  higher  cost  of  power  to  the  borrowers  than  the  cost  from  facili¬ 
ties  financed  by  ESA.  In  addition  to  *the  application  for  a  loan  from  the 
power— type  borrower,  of  which  two  signed  copies  should  be  submitted,  wo 
still  need  two  signed  and  certified  copies  of  the  board  resolution,  and  an 
original  and  three  signed  copies  of  Form  740-F,  the  notification  to 
Congress.  A  pre-loan  engineering  study  should  also  be  made,  and  along  with 
the  study,  a  power  requirement  study  should  be  made  by  the  Power  Hequirer- 
ments  Section.  This  ‘cloes  not  necessarily  require  afield  appraisal.  This 
applies  to  transmission  also. 

We  covered  some  of  this  already  this  morning,  and  there  isn’t 'much  els-e 
on  this  that  we  have  to  offer  now.  Most  of  it  is' for  internal  use,  other 
than  the  pre-loan  engineering. 

That  is  about  all  I  have  on  generation  and  transmission  as  there  is  no 
change  in  that. 

*  -4 
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Mr.  McCombs:  There  is  one  thing  I  believe  we  could  have  help  on  from  the 
OFH,  the  field  engineers,  and  the  auditors,  etc.  We  don’t  want  to  make  any 
bad  loans*  We  want  only  to  make  loans  that  are  feasible  and  where  there  is 
a  good  basis  f  or  it.  If  ‘the  fellows  in  the  field  could  suggest  and  watch 
things  for  us,  it  would  help  considerably. 

Trends  differ  on  different  cooperatives,  and  we  have  to  be  careful.  It 
would  be  advantageous  to  us  if  you  come  across  any  information  to  let  us 
know  about  it.  Some  cooperatives  don’t  have  many  kilowatt  hours  to  go  be¬ 
fore  they  hit  allocationc  Some  have  many  more  hours  to  go,  but  let  us 
know  any  unusual  things.  When  the  difference  between  the  purchased  power 
cost  and  generation  and  transmission  is  very  small,  it  makes  it  very  hard 
’to  make  a  loan  for  generation. 

Another  thing  is  getting  a  criteria  for  making  the  loan,  •  We  want  a  real 
justification  for  making  that  new  loan.  It  might  be  due  to  many  different 
things.  It  may  be  new  consumers;  it  may  be' increased  load  due  to  power 
use.  Also,  if  they  have  been  giving  poor  service  over  the  past  few  months 
and  need  additional  generation  to  heavy  up  the  lines,  then  let  us  have  the 


—  1^7  mm 


record  of  the  service  during  the  past  few  months  on  those  distribution 
cooperatives,  and  we  can  base  loans  on  this.  Anything  you  can  give  us 
on  these  subsequent  G-  &  ,T  loans  would  help0  The  first  G  &  T  loan  is  not 
so  hard,  but  the  ones  to  follow  are  really  very  hard  to  justify. 

The  whole  criteria  comes  back  to  this  service  deal.  Dhd  service  is 
excellent  criteria,  and  it  will  strengthen  the  loan  packqt 'considerably. 
Don’t  let, the  manager  think  it  is.  a  black  eye  on  the  .cooperative.  An  ' 
excellent  justification  for  a  loan  would  be  poor  service,  because  the 
objective  of  the  .  cooperative  tis  good,  dependable,  low  cost  service."  G-ct 
in  the  reason  ana  justification  for  the  loan  that  will  strengthen  the  loan 
packets.  ' 


* 


•  J 


SECTION  .7, LQAITS.  -  Eugene  7.  Dabney.  ...  ..  ... 

I  had  thought.. I  would  read  the  paragraph  in  the  Act  that  pertains- to 
Sect! on* V'  loans,  hut  I  know  you  all  have  read  the  Act,  and  it  has  already 
been  discussed  by  Mr.  Strong,  ,  I  thought . we  would  discuss  the  application 
for  a  Spction.V  loan,  which  really  is  very -simple  compared  to  applications 
"for  Section  ,JV  loans  discussed  by  Mr,  DeLancey*  We  just  need  a  certified 
copy  of  the  board’ s.. resolution  requesting  the  loan  and  a  letter  from  the 
.borrower.  .In ..the  resolution,  the  amount  should.be  stated,  and  the  amount 
should  be  .broken  down  into  the  various  uses -which .the  cooperative  expects 
to  make  of  the  money.  Also,  the  resolution  should  indicate  the ^ approxi¬ 
mate  number  of  consumers  the  borrower  exnects  to  serve  by  this  loan.  In 
addition  to  that,  the  borrowers  are  supposed  to  appoint  a  credit  committee 
to  go  over  the  applications  from  the  members  for  Section  V  loans,  and  the 
resolution  should  set  forth  the  members  of  the  credit  committee,  A  rough 
draft  of  a  Staff  Instruction  is  being  made  up  which  will  provide  for  the 
establishment  of  the  credit  committee.  Committees  can  change,  and  they 
should  be  listed  in  each  application.  It  should  be  an  active  committee. 

One  other  thing,  with  the  resolution  there  should  be  a  letter  setting 
forth  the  reasons  why  they  need  the  money.  It  can  be  one  of  two  things, 
and  possibly  both.  The  first  is  that  they  need  the  money  to  help  them 
prepare  to  pay  off  the  Section  IV  loan,  or  else  adequate  credit  to  members 
is  not  available  in  the  area. 

Any  actual  facts  that  might  help  support  the  loan  recommendation  to  the 
Administrator  should  be  included,  A  number  of  studies  could  be  made*  for 
instance,  to  determine  the  approximate  amount  of  equipment  to  be  provided; 
kwh  studies  for  that  equipment;  how  it  would  contribute  to  the  financial 
condition  of  the  cooperative;  sufficient  information  to  indicate  that 
adequate  local  credit  is  not  available,  etc. 

Regarding  the  copy  of  an  actual  application  in  the  back  of  your  folders, 
this  is  what  I  had  in  mind  to  support  the  studies  needed  for  submission 
of  such  a  loan,  A  study  like  this  one  would  help  a  lot  to  show  the  finan¬ 
cial  condition  of  a  cooperative  with  a  Section  IV  loan. 

Another  thing  would  be  to  furnish  us  with  any  information  regarding  the 
cooperative’s  sales  promotion  program  to  prove  to  us  that  they  are  really 
going  to  use  this  money. 

The  fact  they  can’t  get  adequate  financing  locally  should  be  stressed 
very  strongly,  if  this  happens  to  he  the  case.  The  statement  must  go 
into  the  docket  that  commercial  credit  is  not  available  locally, 

I  read  a  copy  of  a  memorandum  from  Mr.  ITelsen  to  Mr.  Zook  recently  regard¬ 
ing  these  Section  V  loans,  and  he  stated  that  the  use  of  local  credit 
should  be  encouraged.  In  turn,  Mr.  Zook  wrote  to  Mr,  Callaway  and 
Mr.  Edmunds  regarding  Section  V  loan  applications  in  process.  Ee  returned 
some  and  said  it  seemed  to  him  that  the  Section  V  loans  for  certain 
cooperatives  did  not  indicate  the  real  need  for  the  money,  or  that  if 
local  credit  was  or  was  not  available,  it  did  not  say  so. 


SUMMARY  OF  GROUP  DISCUSSION  A,T  CO?TqiUSIOF  OF  ME.  HYaiEY’S  TALK  .... 

''  ■  "  •  ..  .  •  .  ‘  - .  .  •  ■}■  : . 

Mr.  DeLancey:  I  would  like  to  state  that  .all  three  sample'  packets  in¬ 
cluded  in  this  folder  a.re  actual  loan  recommendations,  and  two  of  them 
are.  ,f  or  the;  Southeast  Area.  This  new  procedure  is  supposed  to  go  into 
effect-  on  April  1st.,  '  .  .  .  .  . 

Mr.  .Scoltock:  In  connection  with  these  Section  ,V  loans  ana  .the  memoran¬ 
dum  writ tep  by  Mp,  Zook, .1  don’t  wqnt  you  to  get  the  impression  that  it 
is  going  to  Tse  very,  very  difficult  .for  cooperatives  that  really  need4 
them  to  get  Section  V  loans*.  Mr,.  Strong. told  the  grqiip  in  .Chiha^o  that 
any  cooperative  that  had  a  real  need  fdr  these  loan's  and' could  show  they  . 
were  using  them  to  advantage  would  he  encouraged  to  use  them. 

Gwyn  Price,  head  of  the  Forth  Carolina  State  Authority,  had  a  letter  from 
one  of  the  larger  hanks  in  Forth  Carolina,  and  the  president  of  the  hank 
was  encouraging  the  financing  through  the  cooperatives  of  the  Section  V 
loans.  He  pointed  out  that  it  was  the  best  thing  for  the  local  communities. 
It  brought  more  money  into  the  community,  thereby  benefiting  the  communi¬ 
ties,  and  it  benefited  the  banks  and  the  people,  the  dealers  included. 

He  was  actually  encouraging  the  use  of  Section  V  loans, 

Mr.  Lynch:  I  would  like  to  know  what  percentage  of  the  total  lean  appli¬ 
cation  is  set  up  for  legal  fees. 

Mr.  DeLancey:  It  is  based  on  the  mileage  covered  by  the  loan.  It  varies 
in  different  States,  but  it  is  according  to  a  formula  set  up  by  the  legal 
division. 

Mr.  Dabney:  The  amount  of  money  put  in  the  budget  is  not  put  there  for 
the  attorney.  It  is  to  be  used  by  the  cooperative  to  pay  whatever  the 
attorney’s  fees  may  amount  to,  but  the  attorney  should  not  necessarily 
know  the  amount  of  money  allocated  for  this  purpose, 

Mr.  Lynch:  I  agree  with  you  completely.  They  should  not  know  how  much 
has  been  set  aside  for  this,  but  it  gets  out,  and  they  think  the  entire 
sum  is  meant  for  them. 

Mr.  McCarthy:  In  the  telephone  program  they  have  even  had  the  legal  fee 
set  up  so  that  it  is  not  immediately  available  to  the  attorney. 

Mr.  Evans  and  Mr,  Fance:  I  think  the  attorneys  should  furnish  the  coopera¬ 
tives  a  bill  for  services  rendered  just  as  they  would  anyone  else.  Then 
if  the  bill  is  too  high  you  can  tell  them  so.  If  it  is  not,  you  can  pay 
them  from  the  money  allocated  for  this. 

Mr.  Scoltock:  We  are  trying  to  get  across  to  the  cooperatives  that  the 
fee  should  be  based  only  on  the  services  performed,  and  not  just  because 
a  certain  amount  is  set  up  in  the  budget  should  the  cooperative  feel 
they  have  to  pay  that  amount.  The  attorneys  do  not  get  a  copy  of  the  bud¬ 
get,  only  a  copy  of  the  letter  of  transmittal,  so  they  should  not  know 
what  has  been  set  aside  for  this  purpose. 


-  •*#>  -  “ 


I  am  afraid  there,  was  an  impression  left  before  -  recess  that  we  are.  sap- 
jeat  to  pressure  in  making  loans.  Actually,  we  have  so  few  cases  of  that 
that  it  is  really  no  problem,  I  don’t  imagine  we  have  more  than  just  one 
or  two"a  year. '  4 

Just  because  a  schedule  is  set  up  It  doe's -not  mean  t  hat  'a  l  oan  will 'main¬ 
tain  a  certain  position  in  the  schedule  all  the  way  through.  -Possibly ?&n 
application  that  comes  in  a  little  later  on  may  go  through  before  the  one 
that  '  carrie  in  first,  and  this  is  especially  so  when  we  can  use  the  short  •  • 
form.  'It  may  be  that  we  :are perhaps  waiting  ‘f  or  inf  ormatieh  from  the  I  - 
co operative,  and  that  delays ‘a  loan'.  ;¥e  are  always  working 'on  the  one 
that  we  have  all  the  information  -on,  and  that  is ‘the  reason  "the  schedule 
is  flexible,  "  -  ‘  •'  '■ 
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0?  ACC0U1XS  —  George  T. 


Gilleland 


There  are  approximately  5>0  revisions  to  the  Uniform  System  of  Accounts. 

Many  of  these  are  only  minor  changes  in  the  title  and  text  of  accounts. 
There  are  a  number  of  major  changes,  however,  affecting  the  records  of 
borrowers,  which  were  made  necessary  on  account  of  the  new  loan  policy  and 
the  growing  independence  of  the  borrower,  such  as  the  new  concept  of  a 
retirement  unit,  service  life  of  electric  plant,  etc.,  which  affect  the 
margin  of  earnings. 

1.  Retirement  and  Property  Units 

The  retirement  unit  and  the  property  unit,  which  were  formally 
considered  the  same  as  a  construction  unit  or  bidding  unit,  have 
been  redefined  in  practically  the  same  terms. The  retirement  unit 
is  now  defined  as:  A  plant  unit  which  when  retired,  with  or 
without  replacement,  is  accounted  for  by  removing  its  cost  from 
the  plant  account.  In  other  words,  it  is  ah  item  of  plant  which 
is  not  replaced  through  charges  to  maintenance  accounts;  and  a 
unit  of  property  is  defined  as:  those  items  of  electric  plant 
which  when  retired,  with  or  without  replacements,  are  accounted 
for  by  crediting  the  cost  thereof  to  the  electric  plant  account 
from  which  they  were  removed. 

1  .  ;  •  ,  /  .  •  . 

2 .  Replacement  and  System  Improvement 

A*  Replacements 

While  on  the  subject  of  replacements  it  might  be  well  to  see  how 
replacements  are  financed.  According  to  Administrative  Bulletin 
61i,  Loans  for  Replacements  of  Borrowers*  Property  and  System 
Improvements,  issued  May  31#  1930,  loans  will  not  be  made  for 
the  purpose  of  replacing  units  of  property  with  like  units  made 
necessary  because  of  normal  depreciation  and  wearing  out  of 
facilities.  The  costs  thereof  should  be  charged  to  maintenance 
and  financed  through  the  Renewal  and  Replacement  fund.  If,  how¬ 
ever,  the  replacement  units  are  different  from  the  units  being 
retired  or  exceeds  the  cost  of  the  units  retired,  REA  will  finance 
the  excess. 

B.  System  Improvements 

Loans  may  also  be  made  to  cover  cash  requirements  for  system 
improvements «  Cash  requirements  include  the  cost  of  removal 
as  well  as  labor,  material  and  other  construction  costs  to  replace 
the  units  oT~property  removal.  'System  improvement'  is  "defined 
as  any  changes  or  addition  in  electric  plant  facilities  which 
will  improve  the  quality  or  quantity  of  electric  service. 

3*  Account  120.6,  Transfer  of  Cash,  has  been  added  to  take  care  of 
inter-fund  transactions. 


li.  Account  2I42.IL,  Consumers*  Energy  Prepayments,  should  be  used  only 
for  recording  prepayments' "of  energy  bills  and,,  not.  small  .over-pay¬ 
ments  of  bills  or  credits  arising  from  adjustments  to  energy 
bins. 

;  <  ;  >  •  1  ..  ’•  •  -  '  .  ...  *.  *. 

*•  5.'  interest  on  Installation  Loans 

Previously,  interest  on  REA  installation  loans  was  charged 
'against  operating  income.  As  of  January  1>  1 95U,  this  interest 
will  be  reflected  against  non-operating  revenue  by  a  charge  to 
account  530,2. 

6.  Retirement  of  General  Plant  Items  .  A  ,  ...... 

For  record  purposes,  general  plant  items  such  as  land,  structures, 
and  improvements  should  be  retired  through  Account  Ihk,  Retire- ~ 
ment  Tiorlc  in  Progress  • 

7.  Gains  and  Losses  on  General  Property 

rGains  and  Losses  resulting  from  retirements  or  sales  of  general 
plant  items  other  than  land,  structures  and  improvements  will 
no  longer  be  reflected  Th  Account"’ 273*? 3 ,  Gains  and  Losses,  but 
in  Abcount  250.6,  Reserves  for  Depreciation  of  General  Plant. 

When  an  operating  unit  or  system,  land  or  other  physical  property 
included  in  Account  110  is  sold,  the.  gain  or  loss  should  be 
reflected  in  Account  273 .3* 

8.  Oil  circuit  reclosers  and  sectionalizers  will  no  longer  be  carried 

in  Account  131.1,  I-Iaterial  and  Supplies,  until  installed  but  will 
be  capitalized  in  Account  355,*  Overhead  Conductors  and  Devices  when 
purchased. '  '  - 

9.  Controlling  and  Distributing  Costs 

— ...  ■  ■■  ■>  mfm  rn  —*1—  .»  I"*"**-  ■'  — — 

A  sub-division  of  Account  100.3,  Construction  Work  in  Progress, 
is  recommended  for  controlling  all  costs  in  connection  with  these 
equipment  items  during  the  time  necessary  to  purchase,  identify, 
■test  and  prepare  them  for  actual  use  by  the  system.  It  is  fur¬ 
ther  recommended  that  each  borrower  study  its  costs  of  setting 
meters,  transformers,  oil  circuit  reclosers  and  sectionalizers 
and  determine  (at  least  annually),  a  standard  average  cost  of 
installation  of  the  various  items.  The  journal  entry  to  record 
these  installation  costs  is  a  charge  to  Account  100.3  with  a  con- 
current  credit  to  Account  2li.2.-2,  miscellaneous  Deferred  Debits. 

That 'portion  of  the  credit  in  Account  2^2# 2 /relating  to  trans¬ 
formers,  OCR*  s  and  sectionalizers  is  to  be  transferred  to 
■  Account  781,  Operations  of  Lines'.  '  When  such  items  are  installed 
1  on  the  line,  and  the  portion  of  the  credit  in  Account ' 28.2 •  2  relat¬ 
ing  to  meters  is  to  be  transferred  to  Account  762,  Service  on 
Consumers*  Premises,- when -installed  on  the  system,  ■  ' 


10.  primary  Insulators,,  ..... 


Primary  insulators  have  been  reclassified  from  Account  35U  to  35£ 
for  record  and  retirement  purposes  and  to  conform  t,o.  the  FPC,  sys- 
tew.  of  .kccourtts*'  A’ 

11.  "Audit  of  Capital  Credits'  '•  ' 


We  no  longer  require  an  audit.^.Patironagel.Gapital-prior  ;to  the 
allocation  thereof,  „  ..... 

12 ,  New  Revenue,  Classification  '*  ;■  .  -  :y  ■ 

— —  ■—  "r — or.  .r.'.o.iy.w'  .7r/t 

.  New  Accounts  S;01  *3  :anti  6i02';3  have,  been  provided  to  record  revenue 
derived-  from  irrigation  pumping  and-  schools  ahd  churches, 
respectively.  '  ‘ 
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LULLETIN  183-1,  DEPRECIATION,  RATES  AMD  ^OOBDURES  —  .George  T.  Gilleland 
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This  bulletin  is  issued  by  REA  to  aid  borrowers  in  their  accounting  for 
depreciation  and  to  set  forth  a  range '  of  recprnirfended  rates-  by  primary 
accounts  for  their  transmission,  distribution  and  general  plant  facilities. 

•■■A  "  1*  Definition  of  '"Depreciation  / U ■ 

Depreciation  is  defined  as  "the  lp;sis;  in  service  value  of  depreciable 
plant  not  restored  by  current ’’maintenance  resulting  from  causes 
against  which  no  insurance  is  carried/ such  as  wear  and  tear, 

'.••'3  dbcay>  action  , of  the  elements,  inadequacy,  obsolescence,  changes 
.  •  ;  v  in  tm  art,  changes  in  demand,  and  requirements  of  public  authori¬ 
ties™ 


2.  Straight-Line  Method  of  Computing  Depreciation 

This  method  is  the  writing  off  of  the  net  cost  (less  salvage 

value)  of  an  item  over  its  service  life  in  equal  annual  amounts. 
The  method  has  wide  acceptance  among  electric  utilities  and  Ameri¬ 
can  industries  generally. 


3.  Range  of  Rates 

Inasmuch  as  the  plant  investment  of  each  borrower  differs  and 
operations  vary  according  to  geographical  locations,  climate, 
operating  and  maintenance  practices,  load  conditions,  etc.,  each 
borrower  is  to  select  a  rate  for  each  of  the  primary  accounts 
within  the  recommended  range  which  in  its  judgment  would  be  the 
most  suitable  in  measuring  expiration  of  the  service  life  of  its 
depreciable  plant  on  a  straight  line  basis. 

h»  Selection  of  Appropriate  Rate 

It  is  recommended  that  borrowers  whose  systems  are  operated 
under  ordinary  conditions  select  a  rate  for  each  account  which 
is  near  the  middle  of  the  range.  Systems  operating  under  extreme 
conditions  should  select  a  rate  near  the  top  or  bottom  of  the 
range,  as  appropriate. 

!?•  New  Rates 

The  rates  recommended  herein  are  effective  January  1,  195b,  and 
are  not  retroactive. 

6.  Group  Method  of  Depreciation  Accounting 

The  group  method  used  in  computing  depreciation  differs  from  the 
unit  depreciation  method  in  that  a  number  of  units  of  property 
are  grouped  for  depreciation  accounting  purposes.  The  units  may 
be  grouped  by  primary  accounts  or  by  functions,  the  essential 
requirement  being  that  the  property  included  in  each  group  have 


’>  i- 


■■  soil®' -htimegenei^yr-' VJhen- -s-  unit  of  plant- is -re  tired- under  this 
method  its  costs,  less  salvage >•  are  charged  to  the-  depreciation 
reserve  account,  and  no  recognition  is  given  to  the  so-called 
gain  or  loss  until. the  items  included  in  the  particular  group  are 
abandoned*  .Qpoup  depreciation  accounting. .is  used  almost  univer¬ 
sally  in  electric  and  other  utility  industry  and  is  now  required 
.by.RELA*, ......  .........  ....  .  ,  ...  , 


7.  Calculation  of  Composite  Rate 


r?a 


.The  "procedure ,,f or  determining  the  composite  rate  for  a  functional 
group  is  as  .follows  :’,(1)  multiply  the  balance  in  .the  respective 
primary  accounts  in  the  group  by  the  individual  rates  selected 
for  the. various  accounts ..(2)  the  total  of  the  products  obtained 
by  this  'multiplication  is  then  divided  by  the  total  of  the  various 
primary  accounts  in  the  group  to  get  a  composite  rate. 


8,  Production  Plant 


......  Borrowers  should  establish  their  own.  depreciation. rates  for  pro- 

;  '  duction  facilities  •  and  recommend  these  rates ,  to  REA  for  ..approval  • 
Tlie  recommendation  should  include  rates  for  primary  accounts  as 
.......  well  as  :  a  composite  rate* ;  4  . 

,9*.  Separate  Decimal  Sub-Accounts 

The  REA  Uniform  Bystem  of Accounts  .provides  separate  decimal 
sub-accounts  for  the  various  functional  groups  of  electric  plant, 
such  as  production,  transmission  and  distribution" and  calls  for 
a  single  composite  depreciation  rate  for  each.  With  respect  to 
general  plant,,  the  ..system  of  ..accounts  provides  a  further  sub-divi- 
sion,  for  record  purposes  only,  of  Reserves  for  depreciation.  It 
is  recommended  that  borrowers  establish  four  separate  depreciation 
rates  and  break  down  the  reserve  for  general  plant  in  four  ways  as 
follows :  (,l)  structures  and  improvements;  (2)  transportation 

equipment;  (3)  communication  equipment;  and  (I|)  all  other  general 
plant.  All.  other  general  plant.  incL  udes  accounts  372  . through  379, 
exclusive  of  accounts  373 .and  378.  .A  range  of  rates  from. which 
borrowers  should  select  the  rate  for  each  primary  account  in  each 
functional  group  is  given  in  the  table, op  pages  !?  and ,6  of  REA 
Bulletin  183-1.  Rates  should  be  reviewed  periodically,  ihat  is, 

,  ■: :  at  .least  every.  £  years  v,and  altered,  •  if  necessary-, .  to .  reflect 
changes  in  service  life.  rand,  salvage  estimates.  ...  \ 


\.iC 


•  X 


SUM  ARY  OF  GROUP  DISCUSSION  AT  THE  CONCLUSION  OF  MR,  GILLELAND *S  talk  on 
DEPRECIATION,  RATES  AND  PROCEDURES  — - — - 


I^r8  McCombs:  The  proper  handling  of  this  will  certainly  have  an  effect 
pn  the  DSER  •  <  This  is,  a  thing  that  diould  be 'Understood, 

lire  Davis;  What  about  a  depreciation  rate  on  special  equipment  such  as  a 
tractor? 


Mr.  Gilleland:  It  would  probably  bbvup  to  the^manager  .to  .Select  a  rate  on 
it  and  .notify,  REA,., asking  for  approval,  Xtfis  "not  listed';  "and 'for*  anything 
that  is  not  ..listed,  it  would'  ve  wise  to  write  in  and  :get  REA  • -approval# 

Mr,  lynch,:  Do  you  have  any  idea  when  this  will  be 'ready  for  release, 
.officially?  /  ..  .  "  y  '  rW  'A  •  ,.i .  ’r ,  * 

Mr.  Gilleland :  I  think  there  will  be  a  meeting 'on  it  the  latter  part  of 

April  or  the  first  of  May, 


„Mr,  Lynch: <  This  is  the  season  in  this  area  when  all  the  managers  and  direc- 
.  tors  are  having  their  Meetings.'  Should  it  be  discussed -with  them  now? 

Scoltock :  No,  dori*t  discuss  it  until  it  is  officially  approved. 

v  •  •  "V.*.  !  . .  .  tV 

Mr»  Blass:  Is  there  any  overall  average  expectancy  worked  out  on  this? 


Mr.  illeland :  I  think,  so.  It  might  be  higher  in  some  areas,  and  lower 
in  others.  These  ranges  have  been  established  from- the  records  of  a  number 
of  utilities,  over  a  long:  period  of  time,  -  ... 

Mr.,  Blass:  A  lot'  of  cooperatives  -tba  t  are  under  100$  now  as  to  the  debt 
service  ratio  might  apply  the  lower  rate  and  be  over  100$  on  the  debt  ser- 
.•  vice  v ratio,  '  "  .  : ...  .. 


Mr,  Gilleland :  We  are  looking  for  all  of  them  to  select  the  lower  rate. 

Mr,  Colbert:.  I,sn*t  there  the j possibility^ of  a.  great  ideal  of . manipulation  on 
Ihis,  possibly 'b^-  someone  who  :is  real  smart?  v. 

Mr,  Gilleland :  ''  There  is  that  possibility.- *  - 

McQai'ihy:  ...if  you  jpst  manipulate  one  depreciation  rate  it  would  not 
change  the  composite  rate  appreciably,  ,  •  1 

Mr,  Nance:  They  will  go  through  this  and  take  the  lower  rate,  undoubtedly. 


Mr.  Alford:  Will  the  depredation  rate  procedure  and  the  new  work  order 
procedure  affect  the  TVA  borrowers? 


Mr.  Gilleland:  I  assume  this  applies  to  their  work,  too,  as  they  are  REA 
borrowers.  It  may  have  been  cleared- with  TVA. 

Mr.  Scoltock  and  Mr.  McCarthy:  I  don»t  think  it  has  been  cleared  with  TVA.  I 

haven* t  heard  it  discussed,  but  TVA  accounting  will  probably  continue  in  the 
TVA  area. 


RETIRE:  El’T’UOTS 

~ - -  - - — -*r- 


OF  PROPERTY 


..Led,  A. 'McCarthy.  . 


Prior  to- 195h,  the  construction  unit  and,  the  .retirement.  unit.pere,  identicals 
Mow  they  are  quite  diff ereTnt."‘;  The  'construction  unit  Is  t'o'Te  retained  and 
used’  for'  bidding  purposes  as  well  as  stakihg'  instructions  to  the  field  per¬ 
sonnel.  The  retirement  unit,  wliich  is  another  name  for  a  unit ‘Of  property, 
essentially  provides  a  definition  of  maintenance,  or  divides  replacement 
costs  between  capital  items  and  expense. 


We  started'  out  .to  .reduce. :ihe  ■hmber^of.-retirement^uiu.ts...  Since  ..the  beginning 
of  REA  there  have  been  approximately  790  standard  construct ion  .drawings. 


Up  until  the  present  time,  REA  cooperatives  have  been  using  the  basic  con¬ 
struction  units  for  establishing  retirement  units  and  record  units.  The  con¬ 
struction  Unit  represents  bpth  materials  -  ancT'eqbJprfierit’  used :  and; the  method 
of  assembly  .w:  ..:-:  "i:  v'.:' ,r .  ; 


In  re-establishing  the  depreciation  rates  to' conform' to  those  of :  the  elec¬ 
tric  industry,  it  was  decided  that  the  retirement  unit  should  conform  more 
c closely  to  "those  used  by  that  industry  so  that  the  charge  to  the  ’deprecia¬ 
tion  reserve  would  be  proper.  :  :  : 


It  was  noticed  during  the  review  that  all  the  construction  assemblies *were 
similar  to  an  erector  set;  that  is,  each  assembly  contained  major  elements 
and  minor  elements v  The -major  elements  1 were  considered  retirement  units 
while  the  minor  elements  were  classed  as  minor  units  of  property.  For  ~~ 
example,  the:  Al,  Bl,:  and  Cl,)Veach  cdhtalh1'  a the  -neeesSaly  bolts*  and 
braces,  insulators,  insulator  pins,  and  neutral  brackets,,  Both'  the  B1  dnd 
Cl  have  similar  cross  arms.  If  we  continue  through  the  construction  draw¬ 
ings,  we  find  other  constant  repetition  cf  the  basic  elements  of  construc¬ 
tion.  These  Were’  just  'assembled  in  different- manners  to'  form  the  various 
structures’.  Each5  assembly  represented  a  construction  assembly  or  unit  ,  and, 
on  the  basis  of  the  old  bookkeeping  method,  the  old  retirement  unit.  'There¬ 
fore,  the  property  records  of  the  cooperative  are  quite  large  witrfmany 
entries  that- are  essentially  duplicated  both  as  to  cost  and :  to -'materials  used. 

The  reviewing  committee  was  'able  to  resolve  app»roximately  ,-790' drawings  to 
less  than  $0  retirement  units.  This  was  done  by  ‘'making -  a-  ‘retirement  unit 
small  enough  to  represerrT'a  certain  minimum  investment' ' and  allowing  minor 
items  of  property,  such  as  bolts,  braces,  insulator  pins  and  associated 
'hardware,- -to  be  averaged  in  with' the  cost  ' of  the1  retirement  units,  - 
•:  { i.'  ,  /;  J'S-:-:  :  r  fit  <  SViOl  •.'-•••••  ! t 

The  Manual  of  Accounts  defines  a  retirement '  unit  as:  A '-plant  unit  Which', 
when  retired,  is  accounted  for  by  removing  its  cost  from  the'  plant  account. 

(In  the  case  of  depreciable  units,  sUOh  cost  is  charged  to  depreciation 
reserve  • )  --  ••  ;  ;  ;'f-  :  ':;'- 


The  Manual  of  Accounts-  defines  a-  be cord  unit  as:  The  minimum  division  of 
electric  plant  for  which  a  continuous  historical  record  is  maintained  under- 
■  lying  the  detailed  Electric  -  plant  accounts  .  "  Plant  unit  'records  are  very 
Similar  to  records  maintained -'for  -materials  and  supplies  in  that  a  perpetual 
inventory  in  quantities  and 'amounts  shown*  on  each  record  is  reconciled 
periodically  with  the  balance  in  related  plant  accounts. 
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REA  Bulletin  181-2  defines.;  a,  .record  unit  as  a -unit  designed:  for  -accounting 
convenience  and  to  facilitate  re  cord-keeping-  of  plant  -  eosts--on  a  'practical 
basis.  It  is  never  smaller  than  a  retirement  unit  but  is  sometimes  a  group¬ 
ing  of  the  retirement  units  for  purposes  of  convenience.  For  example,  it  is 
sugge s ted.  tlTat  "a-Ti^poles  be  divided  into  three  classes.  -  35  and  under  ,  35  to 
U5,  and  over  L5.* *.  Cross-  arms  are  to  be  grouped  into  .too  groups  -  10*  and 
under,  and  over  10* ,  '  ,  M/M'.  /  //.  55*  '  ;  ’’// 


SUMMARY -OF  GROUP  DISCUSSION.  AT  THE  CONCLUSION  OF  ..MCCARTHIES  TALK., ON 

“  'RETIREMENT"  UNITS  of"  PRUrERTf  5/'  -  .  -  — -  —  ’  - 

Mr.  Nance:  .  If  you  retire'  that  cross-  arm,  you  have  to  take-  the  insulator;  off. 
You  put  it  back  up  on  the  other  cross  arm,  right?  .././/-/' 

...Mr,  McCarthy:  That* s.  .right.,.  If  it. is  broken  it  is  charged  as  maintenance. 

„  Mr,  Lynch:  Will  all'  these  units,  which  we  .have  known  before  be  changed  to 
conform  to  the  new  work  order  manual? 

•  Fir.  McCarthy*  Yes,  .  ......  ,•  ,  .....  r 

Mr.  Nance:  Will  it  do  anything  to ‘the  plant *s  records?  ,  , ., .  ., 

Fir.  McCarthy:  It  will  adjust,  the  cooperative *s  records  to  the  .present  day 
" going-  concern  value.".,'  n  ,  ,  .  .  ■/..  •  .,  .. .  .  -. 

.  Mr,  Lynch:  Some  of  the  borrowers  have  -heard  about  this  coming.  They,  are 
already  complaining.: about  what  it  will  cost  in  money  to  change  from  the  •• 
old  to  the  new  construction  manual.  They  say  they  can*t  afford  to  spend  that 
kind, of  money.  ..,  , . 

Mr,  McCarthy:  .•  We.  know  that,  but  it  will  not  affect  the  negotiation  of  their 
contracts;  it  will  affect  their  inventory  records.  The  work  will  come  in 
getting  the  first  .breakdown  of  what  they  .already  have.  It  will  take  work  in 
order  to  get  this  set  up  in  the  records.  J  am  trying  -to  point  out  now  just 
a  definition  of  what  the  retirement  unit,  is,  ■ . 

Mr,  Lynch:  ...I  don *.t -.think  there  is  any  question  about  the  retirement  units 
themselves,  I  think  the  questions  will  be  on  the  cost  involved.  That*s 
where  we  *11  get  our  resistance.  ■  ~  -;y,  -  . . 

Mr... McCarthy:  It  will,  have  to  be  completed  over  a  period  of  time.  They 
can  start  with  present  day  construction  and  set  it  up,  and  all  future  construc¬ 
tion  will  be  under  the  new  set-up.  Then  they  can  go  back  and  take  the 
staking  sheets . of.  prior  construction  and  convert  to  the  new  property  records  • 

Mr.  Scoltook:  .  There  is  no  doybt  that  it  will  meet  resistance •  Any  change 
’meets  resistance,  but  once  it  is  established  the  convenience  and  savings  of 
the  new  method.: will  more  than  off-set  the  cost  of  converting  it,  • 


Hr .  Colbert:  Are  group  meetings  contemplated  with  the  cooperatives?  • 

Mr.  McCarthy:  We  think  there  trill  have  to  be  meetings  of  that  sort,. 

Mr.  Lynch:  I  canlt  see  how  we  can  get  the  story  over  without  group 
meetings.  We  will  have  to  tell  them  what  is ■  involved  and  sell  the  program 
to  them. 

Mir*  Nance:'  When  can  we  hold'  these  meetings?'  Do  you  have  any,  idea? 

Mr .'-Scoltock: Not  yeti  I*d  say  when  you  have  the  final  draft  in  your  hands. 

Mr.  Nande:  How  long  a"  time  do  you  think 'we  w^li  have  to  have  in.  a  group 
•  meeting  on  this?'-'  *  '  J  /  ' 

Mr*  McCarthy:  '!They  gave  us  : ten  hours  training  on  this,  and  there  are  still 
points  upon' which  I  am  uncertain;  ’  I  would  siy  that  it  should  be. at  least  a 
^two-day  affair;  The  confusing  thing  about  this. is  that  the  three  things, 
retirement  units  of  properfy, < converting  ’construction  units  to  retirement 
units,  and'dofltiriuing  property  records,  are  all  so  closely  related  that  you 
can  hardly  separate  them.  Work  orders  are .tied .in  in  the  same  way. 

Mr.  ’Lynch:  T  f  eel  sure  there  will  be ‘quite  a  great  deal  of  opposition. 

They  are  accustomed  to  the  way  we  have  been  dbing,  and' they  wonH  want  to 
change;  (  /’y  if.,  ’i/'  ...; 

MT.  McCombs:  I  think  this  is  in  line  with ‘'the  FPC  system  of  accounts,  and 
our  people  4se*em  to  feel  we  should  go  along  Kith  the  FPC  system 'of  accounts  a  nd 

not  tva.  ;  V;  •  ; ./’y; \ .  / ; 

Mr.  Lynch:  Why  didn*t  they  adopt  the  hUiifofm  system  'of  accounts  of  the  Federal 
Power  Commission?  -Why  does  ffiEA  have  to  be  different?' 

...  •  1  ;•  ■  .  •  *  •  ;  '.  .  v' \  .  •  V)  i:  /'  ■ 

Mr.  Scpltock:*  The  people  in  NftECA  have  been  interested  in  this  too,  not  only 
•REA,  It  "has  "been  needed 'for  a  number  of  years.  This  is  a  means  to  simplify 
it  to  the  point  where  it  can  be  used  .by  all  the  cooperatives.  , 

Mr’.  Colbert’:  Who  would  you  have  in  mind  to  represent  REA.  in  this  group  meeting 

Mf  .  McCarthy:  The  OiFR,  an  engineer,  and  an  accountant*  There  will  have  to 
be  someone  trained  to  explain  it.  ff  £ou  feel; you  c,an  do  it  yourself,  it 
would  not  be  necessary  for  anyone  else  to  be  there."  Some  of  these  things  will 
turn  up  results’ that  vie  arenft  expecting  right,  now.  .  f  7  ", 

Mr.  Blass:  As  I  see  it,  the  cooperatives  that  have  continuing  property  records 
will  not  have  too  much  trouble.  It  will  be  more  difficult  to.  set  up  new 

records  if  their  present  records  arenH  accurdte*.  ? 

i  \  r  •  : ::  .  .  v;.  . :  "•  * ...  ■  ' 

...  ^  .  t  „  c  ....  t f,  /'■.  ■  *.  - 

Mr.  Scoltock:  On  the  continuing  property  records,  these  wifi  be.  converted  t o 
the  retirement  units  which  George  Cole  will  talk  about.  The  construction 
units  will  be  the  same. 
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A.  History  and  Plan  of  Revised.  }'/ork  Opde r.. Manned  .  ...  j  i  , 

....  t  4  •»"..*  ,  ,*  •**  ,  '  *  |*  V  »*'.'■'*  *' i'.  %'i  J,  /, . -:1 

1.  -  Reason  f  or  the' Manual  and' Objectives  Obtained 


The  old  manual  was  developed  in,  1945  fo.r  systems,.  contrasting  I" -or 
the  greater  'portion  of  their  construction  and,  for  this  reason, 
having very v  few  .  outside  .workers  directly  employed,  . Under  .ihip-. 

'•  -*;V-  '•■Plan  force' -'account'  construction  was  not  extensive  and  most  work 
orders  were  completed  within ,  a  ..short  period  .of ,..,fim©',;  foday.mgny 
■  '  Of  'our  borrowers  vh'a^e  large  force  account  crews  and  do  much ;  of 

their  own  construction.  This  has  increased  the  volume  of  material 
and  labor  transactions  .  to  „the  point  where,  any  .work  order  ...system.; 
must  include  Effective '"'peepuhting. -'controls  in  border  to. ■assure  , 
accurate  cost  records',  .'By.  summarising '.the. three  basic- costs,.;., that 
: is,  materials, "labor  and  overhead,  individualiy  before,  any  attempt 
is  made  -to  spUharipe  by  Work,  orders,: .  it..  i.s.  ppasible,  -to ;  verify  the 

■  'accuracy  of  the  '"ace bunting  "f  or  ""each  of  the1?©.*  h^aic.  cpsts*  f ;  >.■■■ 

4Vftr./  V  "  A  :'■>  O'PS  '  rO  <•  *-•  “  . . 

In  May  1950  the  financing  policy  .concerning .replacement s;.. was. 
materially  changed,  ,  that  ’"is f’  (l)  a  pew.,  classification  ..of., system' 

•  ;  improvements  was  'established  and  if  became  the  policy  to  finance 

the  total  net  cost  of  these  changes;  and  (2)  the  excess  cost  of 
ordinary  replacements  ove,r  the  original  .co:st of,,,  the  property,  rer 
‘'"'-placed  also  became  'subject  to  financing'  ty-.HElA,  ...  These  .loan-,.. 

1  policy5  changes  made' the  old  Work  order  manual  obsolete.  Attempts 
have  been  made  since  1950  to  accommodate  this  new  financing  but 
the  methods  employed  by,  the  various-,  pperating.-offfc.es  have r not, •/ 

'  been  uniform.  Under,  the  new  manual  .forn}.ulas<-have,l.be.en;, developed, 
for  financing' 'purposes  and  work  orders  have  been  classified  by 
types  of,  construction.  By  summarizing;.  cpjas.t  .ruction  and  re,t.ipe— . 
men  t' work  orderly  dh;  one 'inventory,  we  believe,  a,,  uniform,  me  thod?  of. 
'•1-'  -calculating  t he amount  subject  'to 'fin anting  by,  ,EBA.;.is.  established. 

In  1953  we  developed  new  retirement  unit.,s  and... associated  record 
uni-ts'-to  bP  used  for 'depreciation '  accounting  and  to  establish  con¬ 
tinuing  property  records..  These  new.  units  are  quite,  different ,>■; 

'  from-' the  construction  assemblies  previously  used  for  record  pur- 

po'scs  and'  costing  iir'the'  work'.ordef .  manual,  ..Appendix.  I  has  been: 
"prepared  to  aid  in  the  conver si  on  of  , construct  ion  units  to  new.  • 
record  units  and  'provision' has  been  made '  in  the'  new  manual  to  use 
record  units  for  both  construction  and.  retirement  work  orders,  v 

vr--n.  •’ Since'  l^dS-'-numerous  bulletins  and  memoranda.  have  been  Issued. by.  .., 
ESA  which,  in  effect /'"superseded  procedures  set  forth  in  the  old 
work  order  manual.  The  new  manual  incorporates  all  applicable 
•  hew  procedures  adopt ed/ since  1945  ajid 'Is, ...in  accordance  with. the. 

a. :.--^a;.:'V^p©.g:e3if  'policies^  "  "J,“  *'  v '  “  ,  '  ’  ;  ; 
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3ecau.sc  of  the:  increased-  a  mount  of  force  account  construction, 
the.  new  manual  recommends  the  use  of  blanket  work  orders*  This 
method: of  recording  common  type  jobs' in  a  continuing  type  work 
order  should  eliminate  many  of  the  small  work  orders  formerly 
prepared  by  borrowers* 

2.  PI, an  of  the  Revised  Manual. 

The  new  manual  contains  four  parts,  plus  an  appendix,,  Part  I 
relates  to  basic  cost  records  made  up  of?  (1)  material s ;  (2) 
labor;  and  (c)  overheads,.  The  manual'  calls  for  these  three  basic 
costs  to  -be  completely  summarized  and  balanced -out  before  post¬ 
ings  are  made  : to  "work  orders  and  the  various  general  ledger  con¬ 
trol  accounts^.  '  : 

Part  II  relates  to  work  orders »  This  Includes  estimate,  con¬ 
struction  and  retirement  work  orders,-  A  separate  section  relates 
to  blanket  type  work  orders  and  their  use  by  a  borrower^  The 
final' form  in  this  part  is  called  ''Inventory  of  Work  Orders," 

Here  the  costs  summarized  on  construction  and  retirement  w ork 
orders  are  brought  together  and  correlated  in  such  a  manner  that 
the 'amount  subject  to  financing  by  REA  may  be  calculated,,  This 
.  is  the  only  form 'in  the  manual  which  is  basically  designed  f  or 
.  financing  purposes  and  is  the  only-  form  which  is  to  be  submitted 
to  REA  in  connection  wlth"the  advance  of  loan  funds. 

Part  III  relates  to  the  unitization  and  classification  of  work 
order  costs  by  record  units  and  primary  plant  accounts.  This  part 
has  to  do  with  gross  construction  costs  only,  as  retirements  are 
completely  accounted  for  in  the  previous  part  relating  to  work 
orders*  The  forms  shown  in  this  part  are;  (1)  Staking  -Sheet; 

(2)  Conversion  Table;  (3)  Tabulation  of  Record  Units;  (4)  Stan¬ 
dard  .Costs;  and  (5)  Unitization  and  Distribution  to  Riant  Accounts 
The  object  of  this  part  is  to  take  the  total  cost  of  construction 
!  work  orders  completed  in  a  given  month  and  to  relate  these  costs 
to  various  record  units,  3y  grouping  the  various  record  units 
the  amount  to  be  transferred  to  each  primary  plant  account  is 
arrived  .at.  In-  order  to  make  this  unitization,  the  following  pro¬ 
cedure  is  recommended:  (1)  construction  units  shown  on  the  staking 
sheet  are  converted  .to  record  units;  (2)  the  record  units  are 
summarized:,  and  (3)  'standard  costs  are  applied  to  the  various 
record  units,  and  a  trial  cost  or  "bogey"  developed.  The  actual 
cost  of  the  work'  orders  is  then  compared  with  the  total  trial  or 
standard  cost  to  produce  a  ratio.  The  costs  developed  on  the 
basis  of  standard  costs  are  then  adjusted  to  actual  costs  by  appli 
cation  of  t his  ratio. 

Part  IV  relates  to  the  special  accounting  for  meters,  transformers 
OCR's  and  sectionalizers.  This  special  accounting  has  been  de¬ 
veloped  to  implement  the  provision  of  the  system  of  accounts  under 
which  the  costs  of  these  equipment  items  are  capitalized  on  pur¬ 
chase  ^nd  retired  only  when  abandoned,  with  the  cost  of  setting 


-  62  - 


the-se  items  (except  for  the  initial  setting)  being  an  operating 
.expense.  The  items  in  this  group  are  not  controlled  through  the 
materials' accounting;  therefore,  the  costs  of  these  equipment 
items  have  not  been  Included  as  part  of  the  construction  and  re¬ 
tirement  work  orders. 

In  other  words,  the  first  three  parts  of  the  manual  relate  to 
force  account  construction  and  are  further  restricted  to  only  those 
materials  which  are  controlled  through  the  Materials  and  Supplies 
control  account-  in  the  general  ledger.  Part  IV  relates  only  to 
these  4  equipment  items0  As  a  part  of  the  special . accounting  for 
meters,  transformers,  OCR’s  and  sectionalizers,  the  work  order 
manual  also  proposes  a  method  of  estimating  the  first  installa¬ 
tion  costs  of  these  items  and  sets  forth  a  plan  to  capitalize 
these  costs  at  the  time  the  items  are  purchased,  with  all  costs 
of  setting  such  items  being  charged  to  operations  when  they  arc 
actually  energized  on  the  system. 

The  front  side  of  the  form  devised  for  this  special  accounting 
relates  to  purchase  of  new  items,  while  the  reverse  side  relates 
to  the  conversion  of  1-|-  KVA  transformers  to  higher  ratings.  The 
reason  this  latter  group  is  included  in  this  special  accounting 
is  that  it  has  been  determined  that  the  recoring  of  a  1^-  KVA  in¬ 
adequate  transformer  to  one  of  higher  rating  is  equivalent  to 
the  abandonment  of  an  old  transformer  and  the  purchase  of  a  new 
transf  ormer . 


3.  Basic  Changes  in  Borins 

1.  Eliminations 

a.  Separate  inventory  of  retirement  work  orders.  Inventory  of 
construction  and  retirement  work  orders  now  combined  on  sane 
form  and  shows  relation  of  retirements  to  any  specific  con¬ 
struction* 

b.  Analysis  of  Original  Cost  of  Property  Retired,  old  sample 

Ho*  6.  Bow  done  by  one  simple .  calculation  on  face  of  retire- 

.  ’  ment  work  order  new  sample  Ho.  15,  This  procedure  also  eli¬ 
minates,  inventory  of  assemblies  removed  from  plant,  previ¬ 
ously  on  the  reverse  side  of  inventory  of  retirement  work 
orders,  old  sample  Ho0  3.  Also  eliminates  analysis  of  re¬ 
placed  units,  previously  on  reverse  side  of  individual  work 
prder  cost  sheet,  old  sample  Ho.  8, 

2.  Additions 

a.  Summary  of  Material  Salvage  Tickets,  sample  Ho,  6.  This  has 
been  added  to  simplify  proving  calculations  and  reconciling 
errors  that  may  occur  in  posting „•  The  use  of  a  separately 
identified  salvage  ticket  is  provided  to  minimize  errors  in 
accumulating  costs  and  preparation  of  retirement  work  orders. 
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b.  Use  of  Monthly  Labor  Cost  Summary ,  sample  Ho,  10*  Shown  as 
new  form  in  work  order  procedure,  but  most  borrowers  now  use 
similar  form  in  ledgers,"  Use  of  this  procedure  saves  bor¬ 
rower  making  duplicate  posting  of  individual  employees  time 
to  each  work  order  form0 

c.  Overhead  and  Distribution  to  Work  Orders,  sample  Do,  12„ 

.  This,  form  has  been  offered  as  a  practical  means  for  calcula- 
.  ting  overhead  chargeable  to'  construction  and  retirement  work 
orders,,  and  provides  a  centralized  record  of  overhead  dis¬ 
tribution*  ,  •  •  - 

dc  ..Unitization  , and  Distribution  to  Plant  Accounts sample  Ho©  20# 

..  Eliminates  the  calculations  that  were  previously  required  on 
the  reverse  side,  of  Inventory  of  Work  Orders',  before  inven¬ 
tories  could  *be  submitted  to  REA  for  advance  of  funds..-,  The 
new  form  is  designed  to  conform  to  the  new  record  or  retire¬ 
ment  units*’  The  calculations  to  unitize  and  distribute  to 
plant  accounts  has  been  greatly  simplified*  Ho  breakdown 
of  labor  and  material  'costs  is  used, 

et  Summary  of  Special  Equipment  Costs,  sample  Ho,  210  Meter, 

transformer,,  .oil  circuit  reclcser  and  sectionalizer  costs  are 
now  capitalized  at-  time  of  purchasec  The  initial  capitaliza¬ 
tion  includes  installation,  handling 'and  all  incidental  labor 
costs'  prior  to  initial  ' installation*  All  initial  costs  in 
connection  with  new  equipment  .or  converted  transformers  are 
summarized  on  this  form*’  .and.  provides  the  basis  for  journal 
.  entries  to. the  plant  accounts0  1 t  .also  provides  the  basis 
for  request  of  advance  of  loan  funds* 

..  .  Ho  .  accounting^  is  'm^^e'  f  or  these  equipment  costs  in  the  work 

•  ..order  procedure*'  '  "  '  * 

•  *•  »  <  , 

Revisions,  and  Consplidatiohs 

•  rr  •  r  .  .t  -  g  -  • ;  .....  .  -  « 

Kateri‘,al; Register, _  ;sappjL.e'  Ho*  7.  *  Replaces  Material  Summary 

■i  and  Di'stribuViah  to  Ac  counts,  ‘  old  sample  Ho.  i0:„  Also  space 

,  ...  [  Jias  .been  ad.de  d  for  shewing  distribution  of  material  costs  to 
construe ti on  work,  orders  and  salvage  values*  to-  retirement  work 
orders.  Posting  "of  e’ach  material' ' 'charge  and  Credit  ticket 
..to  „the  individual  work  order  cost  sheet  has  been  eliminated, 

*  4  .  • .  •  *  •  j  *■  % 

* ;  .  * '  .....  .  ,  4  *  #  .  >  .  , 

.b,,  .  (Daily  Work  Report’,  sample  Ho.t  8.  '  Revised  to  provide  travel 

. records' 'for.  6  trucks  instead '  of  oneY 

a  •  •  *?.•..■  '.  \  f  .  > ; 

c.  Employee  Monthly  Time  ’Summary,  sample  Ho.  '9,  'Replaces  Employee 

Serai-Monthly  Time  Summary,  old  sample  Ho.  15.  Summary  for  en— 

tire  month,'  saves  borrower  hundreds  bf  cal'culetions,  extension 
»  H  •  •  *  *  •  •  ■  .*  *  -  .  ♦ 

1  and.  postings  to  accounts ‘and  work  orders. 
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This  form  has  been  designed  to  simplify  calculation  of  over¬ 
time,  Charges  to  accounts  and  work  orders  have  keen  simpli¬ 
fied  by  the  use  of  a  monthly  average  hourly  rate  instead  of 
separate  rates  for  regular  and  overtime  hours, 

d.  Construction  Work  Order,  sample  No,  14,  Revised  to  show  only 
monthly  totals  for  material,  labor,  overhead  and  special  ser¬ 
vices,  Individual  posting  of  material  charge  and  credit  tic— 

••  gkets,  and  individual  labor  costs  has  been  eliminated.  Summary 
of  advances  and  accounting  for  meters  and  transformers  and 
0,C,B.*s  has  been  eliminated.  Summary  of  replacements  has  been 
eliminated.  Space  has  been  provided  to  show  whether  the  work 
order  is  for  new  construction,  system  improvements  or  replace¬ 
ment.  Space  has  also  been  provided  to  show  the  number  of  the 

.  j  related  retirement  work  order  whenever  there  are  retirements 
in  connection  with  the  construction, 

e.  Retirement  Work  Order,  sample  No,  15,  Revised  to  show  calcu¬ 
lation  of  original  cost,  only  total  monthly  labor,  overhead 

in  connection  with  removal,  and  total  salvage  value  of  na/terial 
returned  to  stock. 

Posting  of  individual  salvage  tickets  and  individual  labor 
costs  has  been  eliminated.  Distribution  to  accounts  has  been 
provided  for,  eliminating  the  old  form  sample  No,  6,  Analysis 
of  Original  Costs  Retired,  and  the  inventory  of  assemblies  re¬ 
moved  from. plant.  Space  has  been  provided  to  classify  the  re¬ 
tirement,  and  to  show  the  related  construction  work  order, 

f.  Inventory  of  Work  Orders,  sample  No,  16.  Revised  to  show  con¬ 
struction  and  retirement  work  orders  on  one  form.  Related 
construction  and  retirement  work  orders  are  shown  on  the  sane 
line  with  additions  or  deductions  indicated  in  accordance 
with  existing  loan  policies.  Breakdown  of  material  and  labor 
costs  has  been  eliminated.  Accounting  for  transformers  and 
meters  has  been  eliminated.  Unitization  of  costs  and  distrir 
bution  to  plant  accounts  that  previously  was  required  on  the 
reverse  side  has  been  eliminated.  Completion  of  this  form 

to  submit  to  REA  for  advance  of  funds  has  been  greatly  simpli¬ 
fied,  Space  15  provided  for  the  engineer’s  certification  in 
accordance  with  HEA  Bulletin  41-3. 

g.  Staking  Sheet,  sample  No,  17,  Face  of  the  staking  sheet  is 
the  same  as  used  In  original  procedures.  The  reverse  side 
has  been  designed  to  provide  for  converting  construction 
assemblies  to  record  units  of  property  in  connection  with  con¬ 
struction  and  retirements, 

i.  Inventory  of  Record  Units,  sample  Nof  18,  This  form  replaces 
the  tabulation  of  Staking  Sheets  old  sample  No,  7,  It  con¬ 
tains  all  the  record  units  included  in  work  orders  of  any 
specific  inventory  of  work  orders. 


j 
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*  Standard  Record  Unit  Cost  Sheet,  sample  Ho,  19*  ,  Replaces 
the  Standard  Assembly  Cost  Card  old  sample  Eoc  5,  Eliminates 
need  for  separate  card  f Or, each  unit  or  assembly,,  The  stan¬ 
dard  costs  are  used  in  unitizing  construction  costs  and  dis¬ 
tribution  to  plant  accounts  on. sample  Uo0  20„ 


Basic  Changes  in  Procedure 

1&.  Material  Section.  ?  '• : 

i  ,  ,  •  ,,  4  ...... 

at  Movement " of  meters,  transf  ormers,  oil  circuit  reclosers  and 
sectional  izer.s  not  recorded  on  material  charge  or  credit 
tickets,  since  this  equipment  is  capitalized  at  time  of  pur¬ 
chase'  and  .  should  not  be  confused,  with  material  handling. 
Movement.  £c  be  recorded  through  individual  historic  record 
cards*  .  • 

b»  Salvage'  from  retirements  to  be  shown  on  separately  identi¬ 
fied  salvage  tickets  and  summarized  monthly  on  separate  summary 
of  material  salvage  tickets^ 

c,  Material  Charge,  credit  and  salvage  tickets  are  posted  to 
,  '  materials  register,  showing  distribution  to  accounts  and  in- 

.  dicat ing  to  which  work  order  charged,  -This  procedure  elimi¬ 

nates  the  previous  requirement  of  posting  each  ticket  to  the 
work  order  cost  sheet,  • 

2,  Labor  Section 

a.  'Hours  reported  on  daily  work  report  to  be  total  hours  worked 
without  indication  as  to  overtime  hours, 

b»  Each  employee's  time  as  shown  by  daily  work  reports,  to  be 
summarized  and  distributed  to  accounts  and  work  orders,  once 
monthly  instead  of  twice  monthly  as  shown  by  previous  pro- 

•.  ’  cedure.  Distribution  of  labor  charges  "to  accounts 'and  work 

orders  based  on  total  monthly  hours  work  at  ah  average  monthly 
■  'hourly  rate  instead  of  using  separate  calculations  for  regular 
and  overtime  hours*  Many  calculations  and  extensions  are 
saved  by  the  suggested  procedure c 

c.  The  distribution  of  all  individual  employees  labor  costs  are 
pbsted  to  the'  monthly  labor  cost  summary  instead  £>f  the -Indi¬ 
vidual  work  order  cost  sheets, 

3,  Overhead  Section 

Monthly  overhead  and  distribution  to  work  orders  is  computed  on  a 

separate  record  form,  to  accelerate  proving  of  totals  with  total. 

distribution  before  posting  to  work  order  cost  sheets® 
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4.  Work  Order  Section 

a.  .  Posting-  of  material-,  labor  and  overhead  costs  to  individual 

work  order  costs  sheets  has  been  reduced  to  3  monthly  post¬ 
ings,  One  total  for  material  from  Materials  register,,  One 
total  for  labor  from  monthly  labor  cost  summary.  One  total 
for  overhead  from  the  overhead  and  distribution  to  work 
orders. 

b.  In  connection  with  retirement  work  orders  the  'type  and  quanti— 
ty  of  record  units  retired  is  posted  directly  from  the  reverse 
side'  of  the  staking  sheet.  The  distribution  of  retirement 
costs  to  plant  accounts  is  accomplished  on  the  face  of  the  re— 

'  tirement  work  order.  One  set  of-  standard  record  unit  costs 
are  used  for  original  costs  for  all  retirements,  instead  of 
attempting  to  locate  the  actual  original,  cost  of  the  specific 
unit  retired. 

c.  ill  information  for  the  preparation  of  the  inventory  of  work 
orders,  submitted  to  HE A  to  justify  request  for  advance  of 
funds,  comes  from  two  sources;  (l)  construction  work  orders, 

(2)  Retirement  Work  Orders. 

■Accounting  for  funds  previously  advanced  for  meters,  trans¬ 
formers,  etc.  is  no  longer  reciuired  on  the  inventory. 

The  detailed  calculations  to  unitize  and  distribute  costs 
to  plant  a.ccounts  is  no  longer  reciuired  on  the  reverse  side 
of  the  inventory. 

Time  required  to  complete  work  order  and  inventory  preparation 
has  been  greatly  reduced,,  This  should  aid  borrowers  to  keep 
general  funds  in  more  stable  condition. 


Mr.  Phillips:  On  page  6G  of  the  Work  Order  Manual  in  the  top  paragraph 
which  discusses  setting  up  the  $10,000  contribution.  If  SEA  was  requested 
to  advance  $7,000  on  that,  and  the  manual  shows  they  should  only  show  a 
contribution  equal  to  the  amount  advanced  by  HEA,  what  becomes  of  the 
$10,000? 

(II o  answer  was  given  to  this  question  at  this  time.) 

Mr.  Scqltock:  We  will  try  to  get  the  answer  to  you  -later. 
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CGNTblUIITG  PEOETETY  BESOBDS  -  Geo,  H,  Cole'  . 

Memorandum  of.  March  17,  1952 

3,  t  .  .  ‘ 

Under  date  of  March  17#  1952,  the  old  Controller  Vs  Division  issued  an 
8-page  memorandum  on  continuing  property  records/  This  memorandum  pointed 
out  that,  with,  a  substantial  investment  in  plant,  a  systematic  recording 
of  pl.ant  data- and- costs  in- greater  detail  than  i s  ordinarily  carried  in 
the  general  ledger  and  subsidiary  1 edger  accounts  is  needed  in  the  opera¬ 
tion  Of  an  electric  system*  Property  for  record  purposes  was  segregated 
into  two  types:  (l)  pl.ant  for  which  the  most  suitable  record  is  a  sepa¬ 
rate  card  or  sheets  and'- -(2)  mass-  items  of  property  in. which  there  are'  a 
great  number  of  like-  but  small,  units',  such  as  ppl.es* 

In  order  to  establish  a  CPE  it  was  recommended  that  plant  be  divided  into 
9  different  classifications#  such  as  land,  clearing  of  right-of-way,  build¬ 
ings,  production  plants,  substations,  and  mass-type  outdoor  plant.  For 
each  type  of  plant  shown  a  short  set  of  instructions  w^as  included  in  this 
memorandum* 

Starting  with  the  last  paragraph  of  page  5  and  going  through  page  8  a  me¬ 
thod  was  set  forth  to  record,-'  on  a  continuing  plan.,  costs  of  mass-type'  out¬ 
door  plant*  The  first  step  recommended  is  to  obtain  a  summary  of  all  units 
of  property  owned,  at  a  certain  time,,  such  a$  the.  end.,  of  a.  year,  properly 
correlated  with  the  general  maps  of  the  system.  The  second  step  is  the 
unit  pricing  of  this  outdoor  mass-type  plant.  It  is  pointed  out  that  there 
are  several  accepted  methods?  however,  to  simplify  a  CPE  and  to  .eliminate 
undue '  ref  inenent  .  it .  is  -recommended  that  average  prices  be  used*  Where 
costs  are  accurately  segregated  by  primary  accounts  it  is  recommended  that 
all  construction  units  be  classified  by  primary  accounts  and  summarized  by 
common  units.;.  The  .unit  price  of.  each  class  of  unit  should  then  be  deter¬ 
mined  by  review  of  the  construction  inventory  prices  and  the  prices  shown 
on  large  inventories  of  work  orders.  Eased  upon  this  review  each  borrower 
should  estimate  the. average  cost  of  each  common  construction  unit*  The 
quantity  of  each, unit  is-then  to  be  multiplied  by  the  estimated  unit  cost 
to  obtain .the  total  cost  for  each  group*  The  group  totals  should  then  be 
added  and  the  total-  estimated  .cost  compared  with  primary  plant  account 
balances*  The  ratio  of-  the  total  estimated  cost  to  the  balance  in  the  pri- 
•mary  account  produces-  a  factor  which  should  be  used,  to  adjust  the  estimated 
unit  costs,,  down,  or  up,  as  the  case  may  be,  so  that  the  sum  of  all  unit 
costs  will  equal,  the  total  in  the  primary  account*,  The  third  step,  namely, 
the  conversion  of  the  costs  to  reco'rd  units  is  not  shown  in  that  memorandum 
but  will  be  discussed  later  herein. 


Eecord  Units  .  ’• 

Bulletin  181-2,  entitled  "Standard  List'  of  Eetirement  Units,"  includes  an 
Appendix  on’ pages  37*  to  40,  This' Appendix  was  incorporated  in  that  Bulletin 
to  aid  borrowers. in  selecting  record  units.  In  other  words,  this  appendix 
'Suggests  the  grouping  t<?  be  made  of  the  various  retirement  units  relating 
to  outside  lines  .to.  form  record  units,. 
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If  a  card  were  maintained  on  each  item,  of  property  owned  fry  a  "borrower, 
retirement  and  record  units  would  he  identical.  In  the  case  of  meters, 
transformers,  OCB1  s,  sectionalizers,  regulators,  capacitors,  and  cer¬ 
tain  other  items,  it  is  recommended  that  such  individual  cards  he  main¬ 
tained  on  each  specific  item.  However,  it  is  believed  that  it  would  be 
an  undue  refinement'  for  record  purposes  to  maintain  individual  cards  cn 
the  other  type  mass  items.  To  eliminate  this  need  of  individual  cards, 
certain  items  are  grouped*  As  an  example,  each  ground  is  considered  as 
common  with  all  other  grounds.  The  same  is  true  of  crossarms.  In  the 
case  of  poles  it  is  recommended  that  3  groups  be  maintained,  as  the  cost 
.differential  between  a  pole  50  ft,  in  length,  for  example,  and  a  35  ft* 
pole  is  considerable. 

By  studying  the  appendix  in  Bulletin  181-2  each  borrower  should  select 
the  specific  record  units  which  it  will  maintain  in  the  future.  This  is 
another  step  in  establishing  a  CPE, 


Conversion  of  Construction  Assemblies  to  Eecord  Units 

For  all  presently  owned  electric  plant  each  borrower  should  be  able  to 
summarize  its  costs  by  construction  units.  This  is  done  by  following  the 
recommendations  set  forth  above.  The  final  step  in  establishing  the  CPE 
is  to  convert  the  various  construction  units  and  the  costs  of  those  units 
to  the  new  record  units.  To  illustrate  how!  this  is  done,,  we  have  taken  a 
typical  final  inventory  including  approximately  90  construction  units  and 
converted  those  units  into  19  record  units. 

The  method  followed  is  to  divide  the  construction  units  into  two  classes, 
that  is,  those  units  which  are  the.  same  for  construction  and  record  pur¬ 
poses,  such  as  a  pole.  Another  example  in  conductor'  units.  In  the  case 
of  anchor-guy  assemblies,  the  dollar  amounts  applicable  to  both  guys 
and  anchors  are  added  together?  however,  only  the  anchor  units  are  added 
to  arrive  at  the  number  of  anchor-guy  assemblies. 

The  costs  of  the  following  construction  units  are  either  merged  with  other 
unit  costs  or  are  converted  to  one  or  more  record  units;  (l)  pole  top  - 
assembly  units  designated  hs  A,  B,  and  C  units?  (2)  J.  and  K  units  which 
become' part  of  pole  units  or  service  drops?  (3)  M3  units-,  relating  to 
0CE!  s  and  sectionalizers  which  are  broken  down  into  crossarms,  conductor, 
insulator  strings,  lightning  arresters  and  equipment  items  themselves; 

(4)  G-,  units  relating  to  transformers  which  are  broken  down,  with  some  of 
the  costs  relating  to  pole  units  and  various  size  transformers;  in  addi¬ 
tion,  these  units  might  also  Include  crossarms,  lightning  'arresters  and 
cut  out  s , 

This  allocation  of  costs  of  construction  units  to  record  units  calls  for 
a  considerable  amount  of  judgment.  To  aid  in  this  allocation  of  costs  we 
have  shown  'the  various  percentages  allocated  to  the  Various  units  for  appro¬ 
ximately  60  construction  units  listed  in  the  typical  inventory.  We  expect 
to  study  all  units  which  are  common  to  most  borrowers*  systems  and  to  es¬ 
tablish  percentages  to  be  used  as  a  basis  for  allocating  these  costs.  For 
the  more  complicated  assemblies,  such  as  a  G 32 5-25,  each  borrower  will  be 
expected  to  study  this  type  of  assembly  separately  and  make  separate  allo¬ 
cations  to  the  various  record  units  included  in  those  assemblies. 
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ANALYSIS  BY  RATIOS  —  ‘Joseph  He  McCombs'  — ' JOINT  MEETING  OF  OPERATIONS  SECTIONS 

S'  *.*.  *»  • .  : 

*•  V  ; 

Analysis  by  ratios  is  not  as  complex  as  it  ..might  sound*  in  fact,  it  is 
quite  simple®  In  our  daily  life  we  unconsciously  analyze  most  of  our  prob¬ 
lems  by  ratios.  Your  wife’* s  household  allowance  is  in  relation  to  your 
income  e  The  cost  of  the  automobile  you  buy  is  related  to  how  much  you 
can  afford®  Rven  the  rent  you.  pay  for  an  apartment  is  controlled’ by  your 
income^ 

>i  *  " t  i  •  •  ’  •  ‘  .  \  i  '  ' 

The  gage  and  results  of  the  management  of  your  personal  affairs  are  a  result 
of  applying  proper  ratios  to  your  income,  expenses;'  investments,  etc.  In 
your  personal  affairs,  this  is  generally  done  without  formal .consideration. 

In  the  case  of  a  business,  however,  it  requires  a  more  impersonal  and  more 
formal  consideration &  It  is  necessary  to  formalize  our  analysis.  In  any 
business  there  are  two  primary  ratios  «  the  Investment  Ratio  and  the  Operat¬ 
ing  Ratio,  The  Investment  Ratio  is  indicative  of  the  feasibility  of  the 
investment  while  .the  Operating  Ratio  is  indicative  of  the" efficiency  of  the 
operations.  Taken  together  in  their  proper  relation,  they  are  indicative 
of  “the'*  quality  of  this  particular  phase  of  management.  ■  Before  you  can  suc¬ 
cessfully  proceed  with  ratio  analysis,  it  is  important  that  you  have  confi¬ 
dence  in  the  results  obtained  by  this  system  of  analysis. 

Yob.  have  been  handed  a  sheet  entitled  "Surplus  Expressed  in  Ratios  and  Invest¬ 
ment."  What  eve ry  business  is  interested  in  is  surplus,  or  profits.  By 
algebraic  formula  you  can  see  that  knowing  how  much  money  you  have  invested 
and  applying  only  the  two  ratios  (Investment  Ratio  and  Operating  Ratio)  you 
can  arrive  at  the  profit  the  business  will  earn®  If  you  are  convinced  that 
this  is  correct,  then  we  can  go  ahead  with  our  analysis. 

The  Investment  Ratio  is  Simply  the  relation  of  investment  to  income  from 
this  investment.  When  you  buy  stocks  you  are  interested  in  their  yield  — 
whether  you  buy  AtT.&T,  stock  at  GlpOoOO  a  share,  paying  a  dividend  of  .09*00 
per  share  per  year,  of  whether  you  buy  General  Motors  at  067.00  a  share, 
paying  OiuOO  per  share  per  year,  the  yield  is  6%,.  and  it  is  the  yield  you 
are  interested  in®  .  .  ' 

The  Operating  Ratio  is  the  relatidn  of  the  revenue  produced  by  the  business 
to  the  expense  of  conducting  the  business.  This  ratio  is  more  complex  than 

the  investment  ratio  and  we  will  discuss  this  raiiq  at  some  length  later  on. 

.  >  .  ,  • 

It  should  be  noted,  however,  that  the  common  denominator  of  both  these  ratios 
is  ,  gross  revenue 0  To  improve  each  or  both  of  these  ratios,  increased  revenue 
is  of  primary  importance  — ■ •'  it  does  not  benefit  a  business  to  make  or  have 
for  sale  a  product  'unless  it  is  put  into  the  hands  of  the  ultimate  consumer 
at  a  reasonable  profit®  In  order  to  insure  this  reasonable  profit,  to  the 
wholesale  cost  of  the  product  for  sale  is  adddd  a  "Mark  Up"  —  this  "Mark 
Up"  is  the  cost  of  carrying  on  the  business  plus  the  profit  or  surplus  to 
be  obtained.  This  "Mark  Up"  is  controlled: 
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(1)  by  the  efficiency  of  the  management, 

(2)  by  the  amount  of  business  (sales). 

(3)  by  the  desired  amount  of  profit. 

Now  the  particular  business  in  which  we  are  presently  interested  is  Rural 
Electric  Cooperatives. 

So,  our  Investment  Ratio  becomes  the  gross  receipts  from  the  sale  of  elec¬ 
tric  service  divided  by  the  amount  of  money  these  cooperatives  have  borrowed 
from  REA  on  which  they  have  to  pay  debt  service. 

This  ratio  can  be  improved  by: 

(1)  Increasing  sales  of  KWH, 

(2)  Increasing  Density. 

(3)  Economical  Engineering  Design. 

Our  Operating  Ratio  becomes  the  gross  operating  expense  divided  by  the 
gross  operating  revenue,  and  because  we  are  selling  a  service  instead  of 
a  product  the  cost  of  electric  service  (KWH)  to  the  cooperative  must  be  the 
cost  delivered.  The  "Mark  Up"  then  would  be  (1-Gperating  Ratio)  to  provide 
for  debt  service,  reserves,  etc. 

This  ratio  can  be  improved  by: 

(1)  Increasing  sales  of  KWH. 

(2)  Efficient  management  (Decreasing  controllable  expenses), 

(3)  Increasing  rates. 

Also,  this  ratio  would  be  improved  by: 

(1)  Decrease  in  power  cost  from  supplier, 

(2)  Decreased  taxes. 

(3)  Decreased  insurance. 

(ii)  Decreased  interest  rate  on  borrowed  money. 

■  t> 

There  may  be  other  elements  affecting  the  Investment  and  the  Operating  Ratios 
but  I  believe  the  more  important  have  been  listed. 

The  secondary  ratios  relating  to  the  Investment  Ratio  are:  . 

(1)  Investment  per  mile  of  line. 

(2)  Investment  per  consumer. 

(3)  Gross  revenue  per  mile  of  line. 

The  investment  per  mile  of  line  is  difficult  to  control.  The  increase  in 
cost  of  material  and  labor  is  the  chief  contributing  factor  in  the  increase 
of  cost  of  the  line  mile.  Nevertheless,  it  is  a  factor  that  can  and  must 
be  controlled  within  limits.  The  cost  of  construction  can  reach  a  figure 
that  will  destroy  the  feasibility  of  most  extensions.  It  is  a  problem 
which  the  engineers  should  attack  most  diligently  with  all  the  assistance 
the  manager  can  give  them.  Difficult  terrain  should  be  avoided  where  prac¬ 
tical.  Law  suits  and  right-of-way  difficulties  are  expensive  and  contribute 
to  line  cost.  Unnecessary  delays  can  further  add  to  the  per  mile  cost. 

Never  stop  trying  to  improve  this  ratio. 
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The  investment  per  consumer  ia  less  difficult  to  control  than  the  investment 
per  mile  o .  The  normal  increase  of  -  consumers  along  existing  electric  Dines 
■will  improve  this  ratio.  The  use  of  the  most  economical  sizes  of  trans¬ 
formers  and  service' drops  should  be  given  serious  consideration*  Extensions 
where, cost  per  consumer. is  excessive,  particularly  in  light  of  revenue  to 
be  received  *  shquld  well  be  considered*. 

Gross  revenue  per  mile  of  line  is  a  question  of  original  feasibility  and 
future  load  building*  The  activity  to  improve  this  ratio  by  an  active  load 
building; program  is 3  of  course*  a- continuing. must. 

The  secondary  ratios  relating  to  the  Operating  Ratio  are? 

(1)  Operating  Re  venue  a  ■  -  • .  ••  . 

(a)  Per  01*000  of  investment, 

(b)  Per  mile, 

(c)  Per  consumer o 

( 2 )  Operate  ng ■  expense  0 

'  •  ’  (a)  Per  mile  o 

(b)  Per  consumer*  •  ?  ■ - 

(c)  Percent  of  revenue, 

(3)  Operating  expense  less  wholesale  power. 

(a)  Per  mile. 

(b)  Per  consumer, 

(e)  Percent  of  revenue® 

(U)  Power  Cost.  -  . 

(a)  Cents  per  KWH. 

(b)  Percent  of  revenue, 

(3)  Operations'. 

(a)  Per  mile, 

(b)  Percent  of  revenue, 

(6)  Maintenance. 

(a)  Per  mile* 

(b)  Percent  of  revenue. 

I . •  •  .  •  -  .  .•  W  •  •  *•  * 

(7)  Accounting  and  Collecting®. 

(a)  Per  consumer,  .■  • 

(b)  Percent  of  revenue, 

•  •  •  *  ,  * 

(8)  General  Office  Salaries  and  Expense. 

•••  (a)  Per  consumer c 

•  a:  '  (b)  Percent  of  revenue. 

(9)  Taxes, 

(a)  Percent  plant  investment. 

(b)  Percent  revenue.  ; 
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As  previously  stated,  the  Operating  Ratio  is  more  complex  than  the  Invest¬ 
ment  Ratio,  not  only  because  it  contains  more  elements,  but  experience  with 
these  elements  as  affecting  electric  distribution  cooperatives  is  limited. 

You  ■will  note  that  expense  items  are  considered  with  their  relation  to  gross 
revenue  rather  than  total  investment.  We  recognize  that  it  is  customary  to 
relate  these  expense  items  to  investment.  The  difference  in  these  two  view¬ 
points  might  be  explained  by  stating  that  the  relation  to  gross  revenue  is 
Indicative  as  to  the  expense  that  might  safely  be  incurred -without  impairing 
the  financial  soundness  of  the  borrower,  while  the  relationship  to  total 
investment  would  be  indicative  as  to  the  expense  that  should  be  incurred  to 
secure  ideal  operating  efficiency. 

Frankly,  we  have  not  had  sufficient  experience  in  the  operation  of  Rural  Elec¬ 
tric  Cooperatives  to  determine  just  Ttfhat  amount  should  be  spent  to  obtain 
ideal  operating  efficiency. 

Since  most  of  the  borrowers  are  in  the  early  stages  of  operation,  operating 
expense  requirements  are  net  large  as  compared  to  investment,  but  by  the 
same  reasoning  they  are  quite  large  with  respect  to  Gross  Revenue;  there¬ 
fore,  this  Gross  Revenue  must  be  budgeted  wisely  to  secure  the  greatest 
operating  efficiency. 

With  this  in  mind,  we  have  found  that  based  on  several  years  of  experience 
records  show  that  the  largest  single  item  of  expense  is  purchased  power, 
averaging  of  Gross  Revenue. 

Cost  of  Power  is  often  listed  as  one  of  the  uncontrollable  expenses.  We  do 
not  agree  with  this.  The  real  cost  of  Power  Sold  is  the  cost  at  the  con¬ 
sumer^  meter,  and  much  can  be  done  to  control  this  cost. 

There  are  two  ratios  to  be  watched  in  reviewing  the  Cost  of  Purchased  Power: 
the  ‘’average  cost  of  power  sold”  and  the  "percent  line  loss.” 

A  sizeable  increase  in  the  average  cost  of  power  sold  or  a  continued  increase 
in  this  ratio  should  be  investigated.  The  answer  may  be  found  in  a  number 
of  items,  or  any  one  of  the  number  of  items. 

If  there  is  a  sudden  increase  in  the  "Cost  of  Power  Sold”  the  power  bills 
should  be  examined  to  ascertain  if  the  increased  cost  is  due  to  increased 
demand  or  increased  energy,  or  both.  Increased  demand  without  increased 
energy  probably  means  that  some  transit  disturbance  has  caused  the  demand 
indicator  to  register  an  abnormal  condition,  which  if  satisfactorily  substan¬ 
tiated,  the  power  company  will  generally  adjust.  This  condition  might  be 
caused  by  lightning  or  a  high  resistance  short  or  ground,  or  by  a  large 
load  of  very  short  duration.  If  the  energy  has  increased  sharply  but  not 
the  demand,  meter  reading  dates  should  be  compared.  If  it  is  found  that  the 
sudden  increase  is  due  to  the  fact  that  the  power  company  read  its  meters 
late  and  that  you  are  being  billed  for  say  36  days*  consumption  instead  of  a 
30-day  consumption,  there  is  nothing  to  worry  about  as  it  will  be  adjusted 
on  subsequent  months*  readings.  Other  causes  of  high  energy  increases  are 
indicated  by  percent  line  loss  and  x-jill  be  explored  in  discussing  that 
ratio.  Should  both  the  demand  and  the  energy  shoitf  a  sharp  unexplainable 
increase,  you  should  ask  the  poitfer  company  for  a  meter  check.  It  is  possible 


that  the  meter  has  been -incorrectly -read, > -.  .Also*  the  metering  transformers 
may  be  off  ratio.-,  Metering  transformer  connections  should  be  checked*  This 
is  particularly  true  where  two  element  meters  are  used*  By  watching- this 
we  recently  were  able  to  secure  a  03 .1 000,00  refund  to  one  of  the  borrowers 
for  overcharge  by  the  utility. 

Percentage  Line  Loss  is  indicative  of  not  only  Line  Loss  but  of  the  entire 
unmeasured  increment 0  From  a  borrower *s  standpoint*  Line  Loss  includes 
line  conductor  less,  transformer  losses,  meter  losses,  stolen  current, 
unmetered  current,  leakage,  loss  due  to  low  voltage;  in  fact,  every  incre- 
ment  that  goes  to  make  up  the  difference  between  the  substation  meter  read¬ 
ing  and  the  sum  of  all  the  consumer  meter  readings  on  the  cooperative's  sys¬ 
tem.  Obviously,  there  are  many  things  that  a  manager  can  do  to  decrease 
his  Line  Loss*  Some  of  these  are:  See  that  all  consumers  are  metered;  tin 
proper  loading  of  transformers ;  right-of-way  clearance  to  prevent  leakage; 
maintain  proper  voltage,  etc.  Unfortunately,  we  in  Washington  cannot  segre¬ 
gate  the  elements  of  Line  Loss  from  the  records  we  have  available.  We  only 
know  that  12%  Line  Loss  is  about  the  lowest  that  can  be  expected  and  that 
there  is  no  reason  to  be  concerned  if  the  Line  Loss  does  not  exceed  2 0%, 

We  only  call  Line  Loss  to  the  attention  of  systems  five  years  old  and  over 
who  exceed  the  20%  figure.  This  does  not  mean  that  if  any  system  is  in 
trouble  we  neglect  the  possibility  of  improving  Line  Loss  regardless  of  value. 

Next  to  the  Cost  of  Power,  maintenance  and  Operation  is  the  most  important 
item  of  expense,  maintenance  averages  approximately  k»&93%  of  Gross  Revenue 
and  Operation  Expense  averages  approximately  7 oUUU/^>  of  Gross-  We  like  to 
consider  these  two  items  simultaneous First,  because  of  the  lack  of  care 
in  charging  to  the  proper  accounts  these  items  of  expense,  and  secondly, 
because  the  two  items  are  so  closely  related  in  their  physical  execution. 

We  estimate  the  average  borrower  over  five  years  old  is  now  operating  with 
a  system  condition  approximately  80  to  85% »  It  has  been  established  that 
a  system  condition  of  70%  will  give  satisfactory  service  at  an  economical 
cost. 

We  use  the  principle  of  averaging  mass  practice  to  arrive  at  a  satisfactory 
current  condition  which  gives  us  the  percentages  referred  to  above.  These 
are  checked  yearly  and  changed  xWien  necessary.  Through  this  method  we  feel 
that  we  get  a  realistic  cost  of  maintenance  that  can  be  borne  by  the  bor¬ 
rower  without  jeopardising  its  financial  position.  This  percentage  is  recom¬ 
mended  as  not  only  being  within  the  limits  of  cost  the  borrower  can  afford, 
but  as  being  necessary  to  maintain  the  system  at  a  satisfactory  level.  By 
this  method,  the  ’’condition  level”  is  dropped  in  an  orderly  manner  until 
maintenance  requirements  are  stabilized  at  a  point  where  further  decrease 
in  condition  level  would  jeopardize  satisfactory  service  and  system  economy. 

At  this  point,  it  will  become  necessarjr  to  base  our  percentages  on  plant 
investment  figures,  which  have  been  determined  as  adequate  to  maintain  Plant 
Condition  on  a  continuing  basis,  rather  than  on  a  Gross  Revenue  Basis. 

This  point  of  change  may  be  determined  from  the  relation  between  Total 
Investment  and  Depreciated  Cost  of  Utility  Plant.  When  the  Depreciated 
Cost  of  Utility  Plant  becomes  10%  of  Total  Investment,  we  assume  that  the 
total  plant  has  reached  a  10%>  condition.  We  realize  that  this  is  subject 


-  7h  - 


to  question,  but  it  is  the  best  ue  can  do  from  the  information  included  on 
the  operating  reports*  Assuming  that  normal  maintenance  has  been  kept 
current,  this  mil  be  very  close  to  a  reasonable  figure. 
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ORGANIZATION,  OPERATIONS,  FINANCIAL  PROBLEMS  GROUP 'DISCUSSION 
lyEET ING  (P  OPERATIONS  SECrto^IS  ’  .  •  •>  '  •  ' 


—  JOINT 


The  group  discussed  developing  an  organization  and  staffing  that  organiza¬ 
tion  along  at  the  same  time  that  the  actual  chart  was  being  developed.  It 
was  generally  agreed  that  cooperative  work  falls  in  four  functions  or  divi¬ 
sions;  office  management,  construction  and  rrialntenahce,  operations,  and 
sales  promotion,  'It  was  agreed  tint  the  functions  of- each  of  those  divisions 
should  be  established  prior  to  the  staffing  of  that  division.  ‘ 

•'  ‘  •  *  '  ’  .  -  .  '  ’  .!■*.!.  i  \  ‘  i  1  - 

l  .  ,  *  .  ■ 

Need  for  employee  training  was  recognized  as  a  problem.  It  Was- 'also  pointed 
out  that  some  of  the  so-called  poorer  managers  have  the  problem  of  not  being 
able  to  delegate  their  work.  The  location  and  selection  of  competent  per¬ 
sons  to  fill  manager  jobs  when  they  became  vacant  was  recognized  as  a  prob¬ 
lem.  The  group  opposed  REA  keeping  a  list  of  assistant  managers  available 
for  use  by  cooperatives  thau  had  openings  for  managers#  It  was  pointed  out 
that  many  boards  of  directors  have  no  knowledge  of  the  organization  and  staf¬ 
fing  requirements  of  a  cooperative,  or  of  the  type  of  person  and  qualifica¬ 
tions  of  that  person  to  fill  the  job  of  manager.  As  a  result,  generally, 
capable  people  of  the  caliber  necessary  to  handle  the  job  just  do  not  apply 
for  the  job.  Standards  for  the  job  of  manager  have  not  been  established  in 
the  minds  of  the  beard  to  the  extent  that  the  board  will  look  for  properly 
trained  applicants.  The  dignity  of  the  job  has  not  been  built  up.  It  was 
generally  felt  that  contracts  for  managers  were  not  good. 


Four  points  were  made  in  an  effort  to  do  something  about  solving  the  above 
problems ; 

1,  Strive  to  create  an  awareness  on  the  part  of  the  board  of  the 
importance  of  selecting  the  person  with  qualifications  essential 
to  handle  the  job,  and  to  have  someone  in  the  organization  who  has 
the  ability  to  be  an  understudy  for  that  jcb  . 

2 e  Try  to  get  borrowers  to  employ  capable  and  well-trained  people  from 
the  bottom  up  that  have  the  ability  to  advance  when  an  opening 
occurs. 

3*  The  Georgia  and  South  Carolina  area  boards  of  directors  meetings 
were  pointed  out  as  being  quite  successful  in  board  education  along 
this  line.  It  is  anticipated  that  there  is  a  great  need  for  fol¬ 
lowing  these  area  directors  meetings  with  similar  meetings  at 
least  semi-annually, 

U »  Executive  development  programs  sponsored  by  a  Statewide  committee 
and  staffed  by  the  State  university  could  be  used  for  successfully 
developing  managers  into  executives.  State  universities  are  anxious 
to  do  this  if  given  the  chance. 

The  financial  operations  of  a  cooperative  were  discussed  by  using  an  operating 
report.  Form  ADM-7,  and  discussing  in  detail  each  item  on  that  report. 

Numerous  significant  things  came  to  light  as  a  result  of  this  discussion,  such 
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as  the  fact  that  approximately  one-half  of  all  consumers  of  the  cooperative 
do  not  pay  their  way;  the ’Other  Deferred  Debits”  account  should  be  kept 
at  zero;  consumer  deposits  and  membership  fees  should  have  enough  attention 
to  balance  properly;  unclassified  electric  plant  in  service  and  loan  funds 
unadvanced  may  be  used  as  a  tool  to  determine  to  some  extent  whether  a  nextf 
loan  is  needed  at  that  time.  It  was  agreed  that  non-operating  margins  shaild 
be  left  as  such  for  the  time  being  and  not  distributed  to  patronage  capital. 
Most  consumer  classifications  are  wrong  and  will  require  attention  in  the 
future.  Delinquent  accounts,  line  loss,  material  inventory,  idle  services, 
substation  data,  number  of  employees  inside  and  out,  overtime,  cost  per 
mile  of  travel,  were  recognized  as  controls  that  could  be  used  by  a  board  of 
directors  if  the  board  understood  more  clearly  how  to  get  this  information 
from  the  operating  reports. 
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JOINT  MEETING  OF  OPERATIONS  SECTIONS  -  GENERAL  SUMMARY  OF,  TONICS  DISCUSSED 

Statistical  Pat  a :  -  JcNii  3o' :C<3on  *: .  ,  .  -  o.;  • 

Original  data  available  «  operating  reports ?  etot, 

Presentation  to  the  Beard  -  explanation  and  review  of  data® 

Compilation  of  data  on  5  years  of  actual  operations ; 

la  Shewing  what  cooperative  has  to  do  business'  with; 

2«  1  Statement  "cf  Revenues  and  Expenses  «-  operating  report; 

5C  Analysis  of  Cash  Income; 

4o  Year  to  year  effect  on  net  worth. 

Exhibit  4  explained-. 

The  Foreoast  -  its  value  and  projection  for  the  years  1954  through  1963, 
Discussion  with  the  Board  -  explanation  of  Forecast,  its  value,  use, 
preparation* 

Goals  and  Progress  Charts?  «  Odea  Evans 

Problem  Cooperatives  -  how  a  definite  plan  can  help,. 

Establishment  of  a  plan  through  preparation  cf  Form  811a,  "Analysis 
and  Projection  of  System  Operations «. u  . 

Explanation  and  presentation  of  chart  -  Form  8Ilac  (This  was  well  presented 
and  received.-  ) 

Budgets  s  -  Max  U*  Su  Colbert 

Purpose  •>  Master  your  money  rather  than  let  it  master  ;youa  Tell  your 
money  where  to  go  rather  than  wait  and  see  where  it  went* 

Valuable  for  future  planning,,  ■ 

Through  use  and  preparation^* it  makes  familiar  your  future  operations o 
Suggest  budget  be  reviewed  about  every  three  months A  or  sooner* 

Make  periodic  checks ■ on  budgets  submitted.  Are  they  out  of  line? 

Should  they  be  revised? 


Ba ling_Charts $  -  Eugene  V,  Dabney 

Financial  ability' to  make  debt  service*  •  -  -  .  ....  ... 

Explanation  and  discuss  ion©.  ■ - 

The  chart  was  considered  a  management  tool,  and  was  well  received  by  those 
present  o  • 
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Health  Charts  -  Riohard  F<»  Nance 

Much  information  available  to  0»F.R#  for  personal  use-. 

Chart  presents  very  few  questions  * 

Form  speaks  for  itself. 

OPERATIONS  SECTION  II  MEETING  -  GENERAL  SIM  ARY  OF  TO,  ICS  DISCUSSED 

During  this  session  the  need  for  and  the  establishment  of  a  priority  for 
kwh  estimates 9  power  requirement  studies,  and  debt  servioe  requirements 
were  reviewed  and  discussed* 

A  priority  routing  for  Mr*  Coon  was  also  discussed®  It  was  decided  he 
would  go  first  to  Georgia  103  Coweta,  then  to  Georgia  74  Jefferson,  and 
finally  to  South  Carolina  36  Barnwell®  It  was  felt  that  after  Mr*  Coon  had 
covered  these  three  in  about  six  weeks  further  assignments  in  the  Area  would 
be  ready  for  him. 

Cooperatives  not  on  the  priority  list  but  making  less  than  115%  of  debt 
service  were  discussed  as  being  on  a  secondary  list  for  concentrated 
attention. 


OPERATIONS  SECTION  III  -  GENERAL  SUMMARY  OF  TOPICS  DISCUSSED 

The  topic  for  discussion  was  problem  borrowers,  and  it  began  with  a  review 
of  the  digest.  The.  health  chart  was  discussed  by  States  in  regard  to  the 
debt  servioe  earned  ratio*  The  monthly  average  statistical  report  for  each 
State  was  also  reviewed*  Individual  cases  where  a  cooperative  did  not  earn 
100%  of  debt  service  were  reviev/ed. 

Mississippi  23  Copiah: 

Mississippi  23  was  discussed  with  James  Black,  OFR,  and  his  theory  was 
that  this  is  only  a  temporary  probl  m  as  the  borrower^  DSER  for  1953 
indicated  98%.  However,  each  item  was  thoroughly  discussed.  Mr#  Black 
offered  some  reasons  in  the  discussion  for  the  1953  results#  A  digest  will 
be  prepared  and  a  plan  of  achievement  will  be  discussed  with  the  cooperative 
by  Mr.  Black# 

Mississippi  20  Yazoo:  '  ' 

This  cooperative  was  then  reviewed  with  reference  to  the  monthly  statistical 
average  report  as  compared  with  the  State  averages •  It  was  determined 
that  this  system  will  be  restudied  as  to  future  requirements.  The  DSER 
decreased  in  1953  to  92%#  A  complete  digest  will  be  prepared,  and  a 
program  will  be  suggested.  Several  items  of  urgent  importance  were 
considered  for  this  borrower.  First,  there  is  a  loan  application  now 
pending  for  2,000  new  servioes  whioh  is  the  result  of  an  area  ooverage 
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survey  recently  completed  <?  Second,,  the  cooperative  recently  had  a  change 
of  managers  which  indicated ' that  some  of  the  causes  of  the  present 
problems  axe  due  to  poor  management  in  previous  yearso 

Alabama  59_  LaMar  s; 

,  *«  I  '  *  • 

.The  monthly  average  statistical  report  was  reviewed  with  regard  to  the 
State  averages  and  the  present  averages  of  this  borrower^  whose  DSER  for 
1S53  indicated  Q3%0  It  was  determined  that  part  of  the  problem  here  is 
due  to  the  fact  that  the  borrower  is  serving  a  fairly  poor*  thin,  area 
which  requires  a  consumer  use  development  program-,  However s  since  the 
borrower  is  only  70  months  of  age;  no  digest  will  be  required  at  this 
timeo 

Kentucky  37  Owen: 

The  monthly  average  statistical  report  was  discussed  with  regard  to  their 
present  averages  as  compared  with  the  State  averages g  It  was  determined 
that  heavy  right-of-way  clearing  was  mainly  the  cause  of  low  debt  service 
due  to  high  maintenance  cost  as  well  as  the  operation  cost  of  the 
maintenance  crews  «  Mr*  Evans  reported  that  since  ohanging  the  areas  for 
the  maintenance  crews 9  travel  has  been  reduced  by  700  miles  in  the  last 
several  months'  with  a  further  reduction  in  this  category  to  come*  A 
digest  will  be  prepared  to  review  a  plan  for  future  achievement*  Various 
follow-ups  will  be  made  according  to  procedure g  The  lew  revenue  and  the 
high  expenses  seemed  to  be  the  determining  factors  in  this  oaseo 

Further  discussion  was  held  regarding  the  balance  of  the  borrowers  who  were 
shown  on  the  health  charx  to  be  problem  borrowers  and  those  that  will 
require  a  digest  or  follow-up  by  the  OFRo  The  general  discussion  which 
followed  concludsd  this  sessioiic 
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SYSTEM  STUDIES  —  ENGIHEEP.IIIG  SECTION  MEETINGS  —  A.  E.  Loetterle  and 
Henry  M.  Alford 


A  general  discussion  was  held  on  preparation  and  review  of  system  studies. 
Specifically,  we  discussed  the  " system  study  contract"  DS— 215,  and  the 
new  draft  of  EEA  Bulletin  603,  "Guide  for  the  Preparation  of  System  Stu¬ 
dies,"  dated  March  3,  1954.  It  was  the  stated  opinion  of  the  field  engi¬ 
neers  that  continued  work  be  accomplished  by  the  PEA  committee  so  that 
PEA  Bulletin  60—3  can  be  put  out  and  distributed  in  final  form, 

*  i  > 

The  f  oilwing  parts  of  EEA  Bulletin  60-3  were  discussed  in  detail: 

Section  II  —  The  entire  section 
Section  IV  -  Parts  A,  1,  4,  5, 

Parts  B,  2,  3, 

Parts  D,  3,  b 
Parts  G  and  I 

During  the  discussion  it  was  brought  out  that  generally  the  field  engineer 
should  be  in  on  the  preparation  of  the  system  study  from  time  to  time’  even 
before  the  basic  data  is  prepared,  through  to  the  completion  of  the  final 
draft  of  the  study,  as  this  will  benefit  by  obtaining  a  better  system 
study  design. 

It  was  brought  out  also  that  we  need  to  sell  system  studies  on  the  basis 
of  the  need  for  planning  ahead  and  having  a  guide  for  system  improvements 
to  take  care  of  system  growth.  We  must  get  the  cooperative's  personnel 
in  on  all  stages  of  the  preparation  of  the  study  so  that  the  final  draft 
is  their  system  study.  Then  they  use  the  study  as  a  guide. 

The  additional  costs  the  borrower  incurs  by  installing  system  improve¬ 
ments  prematurely  was  emphasized.  When  system  improvements  are  installed 
prematurely  there  is  also  the  danger  that  investments  will  be  made  in 
system  improvements  that  will  not  be  needed  later. 


CQMMEIiT  ON  SYSTEM  STUDY 


Mr.  Phillips:  Experience  indicates  that  for  the  protection  of  EEA  and 
the  borrower,  the  field  engineer  should  assure  himself  that  the  borrower's 
maps  are  in  order  before  HEA  gives  approval  to  the  system  study  contract. 
It  is  recommended  that  this  be  a  requirement  for  contract  approval.  The 
field  engineer  should  forward  EEA  a  memorandum  advising  the  adequacy  of 
the  maps  for  study  work. 
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TRANSMISSION  LIME  DESIGN  - 


ENGINEERING 


SECTION  •  MEETINGS, 


Selection  of  Ruling  Span  «=**  Julius  S »  Stro jny 

Introductory  discussion  established  the  importance  of  obtaining  the  proper 
ruling  span  in  transmission  line  design-^  It  is  established  after  the  con¬ 
ductor  is  determined  and  the  terrain  is  analyzed „  Why  is  it  important? 

Its  proper  choice  pill  permit  the  best  average  sags  and  tensions  for  a  line 
of  non-uniform  span  lengths „ 

If  the  ruling  span  tension  is  too  high,,  early  fatigue  of  the  conductor  may 
result- 

If  it  is  too  loose  it  pill  be  uneconomical  because  taller  poles  pill  be 
required. 

A  properly  chosen  ruling  span  pill  reduce,  insulator  swings  and  permit  feper 
deadends . 

Definition  —  Julius  S.  Strojny 

A  ruling  span  is  the  one  span  in  a  line  between  deadends  from  which  sags 
and  tension  for  all  the  other  spans  are  developed.  Hop  is  ruling  span 
determined:  ‘  ... 

1.  By  formula  R.S  -  'Ave.  Span  &  2/3  (Hay  Span  --  Ave,  Span') 

In  the  profile  method  span  lengths  are  not  know.  Therefore ,  other 
methods  are  used. 

2.  It  is  usually  determined  by  analyzing  the  terrain  and  from  study¬ 

ing  conductor  sag  and  tension  charts®  The  sag  and  tension  charts 
were  illustrated  on  the  blackboard.  Fifty  percent  design  tension 
is  used . '  ... 

Stringing  tables  are  developed  from'. the  parabola  equation  y  -  pxM, 
reference  to  NESC. 

3»  Discussed  ruling  span  from  standpoint  of  field  engineers*  review 


Determination  of  Pole  Height  and'  Class  —  Julius  S0  Strojny 

1.  Normal  level  ground  span  is  determined. 

2.  Pole'  strength  is  determined  from  pole  chart  TM-18  for  various 
pole  sizes. 

3.  From  the  combination,  pole  height  is  selected. 

U.  Equations  and  computations  illustrated  on  the  blackboard. 
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Miscellaneous  —  Julius  S.  Strojny 
Insulator  siting  chart. 

Demonstrate  profile  spotting. 

How  to  review  plan  and  profile  sheets. 

Computations  for  insulator  swing  were  derived  and  explained. 

Actual  profile  sheets. 

Span  Limitations  —  James  J,  Phillips 

Reference  was  made  to  three  memorandums  of  George  H.  Cole  dated  January  10, 
1953,  February  10,  1953  and  August  18,  1953,  addressed  to  all  field  engineers 
in  the  Western  Area,  These  memorandums  related  to  the  calculation  of  maxi¬ 
mum  spans.  Procedure  for  the  calculation  was  as  follows: 

1,  Use  NoE.SoC.  formula  for  separation  according  to  sag, 

2,  Refer  to  dimensions  of  applicable  structure  to  determine  support 
separation, 

3,  Knowing  support  separation  and  line  107,  solve  for  allowable  sag 
per  rJ.E.S.C.  formula, 

iu  Use  65/°  of  sag  valve  determined  in  step  3. 

5,  Obtain  from  conductor  data  book  the  ruling  span  sag  of  the  selected 
conductor,  at  60  degrees  final  sag, 

6,  Determine  maximum  span  by  the  following  formula: 

(Ruling  Span) ^  s  (Max,  span)~ 

Ruling  Span  Sag  Max, Span  Sag 

It  was  pointed  out  that  in  actual  practice  the  maximum  span  obtained  by 
this  method  was  seldom  reached  due  to  structure  strength  limitations  or 
other  design  considerations. 

It  was  noted  that  the  6$%  factor  (in  step  U)  yielded  results  in  line  with 
results  obtained  from  use  of  the  Standard  EE  Handbook  formula,  which  includes 
consideration  of  "Experience  Factors," 

It  was  also  noted  that  no  modification  of  the  UESC  separation  formula  was 
necessary,  except  possibly  in  rare  instances,  in  distribution  design.  With 
conductor  sizes  used  in  distribution  support  clearance  usually  is  much  more 
critical  a  consideration  than  structure  strength  considerations. 
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Discussed  Line  Angle  Limitation  James  B,  Davis 

1  a  Development  of  formulae  for: 

a.  Maximum  angle  of  insulator  swing, 
b„  Normal  angle  of  insulator  swing* 
c.  Minimum  angle  of  insulator  swing, 

2*  Discussion  of': 

a ;j  Minimum  clearance  of  conductor  from  supporting  structures, 
bo  Normal  clearance  of  conductor  from  supporting  structures. 

3*  Discussion  of  factors  affecting  insulator  swing: 


a»  Conductor  tension. 
b»  Temperature, 

c.  Wind  loading. 

d.  Horizontal  and  vertical  spaces® 

*  -v 

U.  Correction  of  excessive  insulator  swing: 


a.  Structure  relocation. 
b0  Change  of  structure  height. 


Guys  and  Anchors  —  Henry  M.  Alford 

A  general  discussion  was  had  on  guys  and  anchors  as  regards  fundamentals. 

Then  the  discussion  was  brought  into  specific  consideration  of  guys  and 
anchors  as  regards  transmission  line  design,  arid  the  calculations  for  pre¬ 
paration  of  a  TM-6  for  transmission  line  use. 

« 

It  was  brought  out  that  a  metal  anchor  had  been  approved  as  an  alternate  for 
the  5*  log  anchor.  The  question  was  raised  if  this  wss  so  stated  in  the  plans 
and  specifications  and  the  contract,  would  the  contractor  have  the  privilege 
of  installing  either  at  his  discretion?  Or  would  the  anchor  have  to  be 
installed  as  specified  by  the  engineer  on  the  plan  and  profile  and  structure 
list  and  not  have  any  leeway  to  substitution? 


Template  Preparation  and  Application  —  James  H.  Phillips 

A  group  discussion  of  this  subject  was  held  and  based  on  information  in  the 
transmission  line  manual,  pages  1?  and  23.-  ,and  TM-7.  Mr.  Julius  S*  Strojny 
then  reviewed  this  subject  in  a  comprehensive  manner  and  illustrated  the 
spotting  of  structures  on  a  profile.  The  field  engineers  took. an  active 
part  in  making  11  practice  runs"  yiith  a  template,  checking  uplift,  pole  strength 
cross  arm  loading,  etc,  ;  ■ 


Plan  and  Profile  -  Transmission  Systems  —  J.  Brooks  Mabry 


Any  major  construction  program  or  project  requires  a  plan.  With  the  plan 
goes  an  elevation  or  profile. 

The  design  engineer  cannot  present  an  accurate  design  unless  he  has  an 
accurate  plan  and  profile  from  which  to  work. 


The  Plan  should  include  all  the  information  pertaining  to  the  route  where 
the  center  line  has  been  located.  The  following  should  have  special  attention: 


Property-  lines  ) 
Fences  ) 
Creeks  ) 
Rivers  ) 
Ditch  ) 
Highways  ) 
Roads  ) 
Trails  ) 
Woods  ) 
Cultivation  ) 
Orchards  ) 
Swamps  ) 
Buildings  (description)  ) 
Telephone  lines  ) 
Electric  lines  ) 
Railroads  ) 


Station  locations 
properly  identified. 


Question  by  J.  Brooks  Mabry 

Can  we  change  plans  and  specifications  on  transmission  lines  to  properly 
identify  danger  timber. 

Present  specifications  read  *—  Any  tree  that  will  fall  within  5  feet  of  a 
vertical  point  underneath  the  outside  conductor.  This  should  read  within 
$  feet  of  conductor  and  not  a  vertical  point. 


ENGINEERING  SECTION  MEETINGS  -  GENERAL 


The  Engineering  Section  meetings  also  included  a  technical  discussion  of 
the  following  subjects: 

1.  Application  of  Shunt  Capacitors. 

2.  Application  of  Automatic  Circuit  Reclosers, 

3.  Application  of  Voltage  Regulators. 

U.  Distribution  Transformer  Loading. 

5.  Grounding, 


ACCOUNTING  SECTION  MEETINGS 


The  following  is  a  brief  outline  of  the  topics  covered  during  the  meetings 
of  the  Accounting  Section:  "  - 

•  *  *  ■  7  .  *  •  •  <  . 

Discussion  of  Depreciation  Rates  -  George  T0  Gilleland 

Revision  of  Manual  of  Accounts  -  George  T„  Gilleland 

Renewal  and  Replacement  Fund  Roland  A0  Blass 

accounting  for  installation  of  meters  and  transformers,  OCB, 

' Sectiorializ srs ,  etol,  at  standard  costs  as;  suggested  under  the  new 
accounting  procedure  in  the  Work  Order  Manual.  -  George' T0  Gilleland 
and  Roland  A0  Blass 

Continuation  of  discussion  of  work  order  procedure including  flow 
charts  -  L0  A, 'McCarthy  -  •  •• . 

Discussion'  of  review'-bf  Construction  Disbursements  and  Expenditure 
Reports,  and  adjusting  the  Expenditure  Reports*  This  included  a 
review  and  discussion  of  the  rough  -  draft  of  Staff  Instruction  781-2. 

Discussion  of  CPA  Audit  review  letters  and  audit  revi ew  comments  - 
George  T0  Gilleland 

Discussion  and  interpretation  of  REA  Bulletin  103-2,  "Establishing 
and  Investing  Reserve  Funds*"  -  L®  A.  McCarthy 

Capital.  Credits  -  Policies,  assignable  amounts,  assigned  amounts, 
etc-,,  and  the  various  effects  upon  the  members  of  the  cooperatives 
as  far  as  public  relations  are  concerned,.  -  Roland  Ac  Blass 

Discussion  and  interpretation  of  REa  Bulletin  182-1,  "Check  List 
for  Evaluation  of  Internal  Control,,"  -  L®  A®  McCarthy 

Travel  Itineraries,  Appointments  and  Contacts  with  Borrowers)  Staff 
Instruction  67C-3  on  Travel  Itineraries)  headquarters  locations) 
changes  in  assignments,  appointments,  etc® 
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ADLUNIS TRA TI7E  MATTERS  -  John  H.  Scoltock 
Field  Activity  Reports: 

1,  To  be  of  any  value  they  must  be  kept  up  to  date. 

2,  They  should  be  submitted  within  one  work  week  of  the  completion  of  any 
specific  assignment. 

3,  They  must  be  up  to  date  before  the  respective  month’s  travel  voucher 
is  approve d0 

U.  Quality,  not  quantity,  should  be  the  guide  for  the  report's  contents. 


Travel  Vouchers: 

io  Delays  in  processing  will  be  reduced  if  more  care  is  given  to  accuracy, 
2.  They  must  be  in  agreement  with  field  activities  reports. 

3*  They  should  be  submitted  within  five  days  after  the  end  of  each  month. 


Itineraries  and  Appointments : 

1.  Proposed  monthly  itineraries  should  be  submitted  by  the  20th  of  the 
preceding  month. 

2.  The  estimated  travel  allowance  requirement  should  accompany  the  pro¬ 
posed  itinerary.  ■ 

3.  Field  personnel  are  expected  to  make  their  own  appointments  and  also 
cancel  appointments  in  the  event  circumstances  make  that  necessary. 

A  few  instances  of  non-kept  appointments  have  brought  critical  comments 
from  borrowers. 


Annual  Leave: 

_ _ _  _ _  1  l  \ 

1.  The  maximum  accumulation  of  unused  annual  leave  that  may  be  carried  over 
into  a  new  year  is  30  days. 

2.  All  employees  with  an  accumulation  of  more  than  30  days  annual  leave 
must  reduce  this  excess  by  at  least  10$  by  the  end  of  195k ,  and  10$ 
each  succeeding  year. 

3.  Each  employee  is  to  arrange  with  his  supervisor  for  a  schedule  of 
annual  leave  for  the  entire  year. 


Cooperation  .Among  Field  Staff: 

1.  All  field  people  working  with  the  same  borrowers  should  consider  them¬ 
selves  as  a  team,  each  member  of  which  has  a  specialty  and  responsi¬ 
bility  to  the  borrowers  and  REA, 

2,  It  is  desirable  for  field  people  working  with  the  same  borrowers  to 

get  together  periodically  to  exchange  ideas  and  information,  and  to 
discuss  problems  needing  attention,  . 

SUMMARY '  OF,  QUESTIONS  ,  AMSM5RS  ,  AND  RECOMMENDATIONS 

In  working  with  borrowers  on  the  development,  of.  remedial  plans  to  over¬ 
come  lean  security  problems  (Staff  Instruction  100-IR1)5  at  what  time 
should  the  engineering  Review  of  Electric  System  as  Related  to  System 
Operations. and  maintenance  (Staff  Instruction  161-1R1)  be  commenced  by 
the  field  engineer?  . 

A,  After  receiving  the  digest  and  other  initial  data  for  discussion  with 
the  borrower;  the  operations  field  representative  will  contact  the  field 
engineer^  and  if  possible,  make  arrangements  for  both  to  visit  the  bor- 
•  rower  jointly  as  a  team,;.  In  the  event  circumstances  make  it  impossible 
for  the  operations  field  representative  and  the  field  engineer  to  sched¬ 
ule  a  joint  meeting  with  the  borrower  without  u&due  delay,  the  operations 
field  representative  will  proceed  with  the  meeting  himself  and  explain  ,, 
to  the  manager  that  the  inspection  and  appraisal  described  in  REA  Bul¬ 
letin  1 61-5R1  is  a  part  of  the  overall  analysis  to  be  made  in  connection 
with  developing  a  remedial  plan.  The  operations  field  representative  . 
should  inform  the  borrower  that  the  field  engineer  will  schedule  the 
inspection  as  soon  as  he  can.  He  will  then  notify  the  field  engineer 
that  the.  initial  discussion  has  been  held  with  the  borrower  concerning 
the  development  of  the  remedial  plan,  and  the  scheduling  of  the  inspec¬ 
tion  and  appraisal  is  in  order, 


Qo  bill  Section  V  loans  in  excess  of  ,li;»50,C00  be  considered  in  the  future? 

A*  Generally  speaking,  it  is  expected  that  each  separate  Section  V  loan 
will  be  limited  to  :v5t),000o  However,  subsequent -loans  within  this 
limitation  may  be  made  if  the  need  is  shown 6  In  special  cases  loans 
in  excess  of  v50>000  will  be  considered  if  sufficient  justification  is 
presented  In  ail  cases  it  is  necessary  that  borrowers  determine  that 
loans  fulfilling  its  members11  needs  are  not  available  from  other  source§c 


Qo  What  is  the  policy  of  REA  toward  making  loans  to  reimburse  borrowers* 
general  funds  for  approved  construction  financed  therefrom? 

A,  REA  will  consider  requests  for  such  loans.  The  test  as  to  whether  such 
loans  will  be. made  will  be  based  on  availability  of  loan  funds  and  the 
relative  needs  by  various  borrowers. 
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Q.  will  REA  still  make  operating  loans  for  storm  damage  repairs? 

A.  Each  such  case  will  be  considered  on  its  own  merits.  Such  loans  v/ill 
be  considered  if  the  need  is  shown  and  loan  lands  are  available. 


RECOHMENDATIOHS ; 

1.  That  in  view  of  the  special  opportunities  at,  interim  field  conferences 
for  full  discussions  of  field  representatives’  own  work  problems  and 
responsibilities,  interim  field  conferences  should  be  continued,  semi¬ 
annually  if  possible.  A  number  of  comments  were  expressed  that  if  any 
conferences  were  discontinued  it  should  be  the  June  conferences  rather 
than  interim  conferences. 

2.  That  when  borrowers  with  special  problems  are  being  considered  and  dis¬ 
cussed  at  our  conferences,  all  field  representatives  concerned,  opera¬ 
tions,  engineers,  and  accountants,  should  participate  in  the  discussions. 

That  REa  prepare  a  typical  plan  of  remedial  action  as  a  guide  for  field 
representatives.  It  is  recognized  that  each  borrower  requiring  a  reme¬ 
dial  plan  will  be  a  special  problem  calling  for  individual  analysis  * 
However,  it  is  felt  that  there  are  sufficient  typical  causes  for  security 
problems  that  will  make  a  typical  remedial  plan  possible. 

U.  That  REA  complete  the  new  work  order  manual  at  the  earliest  possible 
date. 

5*  That  REa  Bulletin  103-2  be  revised  for  the  purpose  of  clarifying  con¬ 
fusion  which  apparently  exists  concerning  the  establishment  of  the 
Renewal  and  Replacement  Reserve  Funds,  and  how  the  fund  is  actually 
used  to  defray  replacement  costs.  Also,  to  what  extent  REA  recommends 
that  surplus  funds  be  used  to  finance  construction,  to  be  applied  on 
indebtedness  to  REA  as  a  cushion  of  credit,  or  otherwise  invested. 

6.  That  REA  require  loan  applications  to  be  checked  in  the  field  before 
they  are  sent  in  to  Washington  for  processing  in  order  to  assure  more 
accurate,  reliable  and  adequate  data, 

7.  That  REA  require  a  field  check  of  system  maps  and  a  statement  of  ade¬ 
quacy  by  the  field  engineer  before  the  system  study. engineering  con¬ 
tract  is  approved. 

8.  That  field  personnel  should  be  invited  to  submit  suggestions  for  field 
staff  conferences.  (It  is  our  general  practice  to  invite  such  sugges¬ 
tions.  However,  it  was  not  done  in  this  case  due  to  the  limited  time 
available  after  the  decision  v/as  made  to  hold  the  conference.) 

COfflENT  ON  RECQMvIENDATIQNS: 

All  will  be  given  full  consideration  and  such  action  as  is  considered  appro¬ 
priate  will  be  taken. 


